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Departments of the Treasury, and Justice together with HHS-wide debt collection regulations at
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10-41-00 PURPCSE AND APPLI CABI LI TY

Thi s chapter establishes Departnental credit and debt managenent
policy, defines responsibilities and prescribes procedures for the
managenent of its credit and debt activities, including delinquent
debt, throughout the Department. This chapter also includes
definitions and references and explains the principles of credit
managenment and debt collection. It further specifies policy and
responsibilities for the establishnment of receivables; and the
managenent, collection, wite-off, reporting and wai ver of debts
associated with receivables. The policies and procedures apply to
all debts owed to the Departnent except where expressly provided for
or prohibited by another statute.

For instance, the use of credit reporting agencies, private debt

coll ection agencies, incone tax refund offset and the chargi ng of
interest, penalties and adm nistrative costs are tools which cannot
be used in debts arising fromthe adm nistration of a Social Security
Act Program (Titles 11, XVI and XVI11) unless they involve fraud or
crimnal activity.
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In other cases, OMB Circulars and Departnental regul ati ons containing
cost principles established under the Federal governnent's grants and
contracting authority for use in determ ning the allowable costs of
reci pi ent organi zati ons provide for a nethod of adjustnent (recovery
by reduction of future period indirect cost rates, cost allocation
pl an ampbunts or direct cost billing rates) which is not conpatible
with the normal receivabl e/recovery process.

The objective of this policy guidance is to centralize the various
maj or credit management, clains collection and debt nanagenent

regul ations into an organi zed, conprehensive managenent systemt hat
establ i shes basic standards, requires accountability by the cognizant
Departnmental OPDI VS/ conponents for neeting those standards, and

provi des for periodic managenent |evel reports of performance.

Departnmental OPDI VS and conponents shall devel op and inpl enment such
credit and debt management policies, procedures, systens, and
practices as are necessary to:

o] I npl enent, for their particular progranms and activities,
the Departnental policies and procedures set forth in this
manual ; and,

o] Provi de suppl emental gui dance for the unique
characteristics of the credit and debt managenent

activities and program specific requirenments and
conditions for which they are responsible.

10-41-10 REFERENCES

Following are the pertinent |aws and regul ations for use in carrying
out debt collection and credit managenent policies and procedures:

Federal C ains Collection Act of 1966, as anmended by the Debt
Coll ection Act of 1982 (31 U.S.C. 3701 and 3711-3719).

Federal Clainms Collection Standards (4 CFR 101-105).

GAO Pol icy and Procedures Manual for Gui dance of Federa
Agencies, Titles 2, 4, 5 and 7.

Privacy Act of 1974 (5 U.S.C. 552). (See particularly the rules
covering privacy protection and systens of record).
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Al so,

Fair Credit Reporting Act (15 U. S.C. 1681).

Procedures to O fset Debts Due the United States from Benefits
Payable to Debtors fromthe Cvil Service Retirenent and
Disability Fund (5 CFR 831).

O fice of Managenent and Budget (OVB) "Guidelines on the

Rel ati onshi p of the Debt Collection Act of 1982 to the Privacy
Act of 1974."

HHS Personnel Manual , Chapter 550-9, Enployee Salary O fset and
Clains Collection (Under Devel opnent).

HHS Grants Adm ni stration Manual, Chapter 1-105, Resolution of
Audi t Fi ndi ngs.

HHS General Adm nistration Manual, Chapter 4-70, Cains
Col | ection Procedures.

Referral of Debts to IRS for Tax Refund O fset (45 CFR Part
31).

HHS Debt Col | ecti on Regul ations (45 CFR Part 30).

O fice of Managenent and Budget Circulars A-50, A-70 and A-129.
(Note: A-70 and 129 conplinment each other. A-70 prescribes how
Federal credit should be allocated and a nethod for determ ning
the cost of providing such credit. A-129 sets the standards for
t he managenent of the approved credit prograns.

Treasury Financial Manual, TFM 6-8000.

Enpl oyee Agreenments; Service After Training (5 U S.C. 4108).

Instal |l ment Deduction for Indebtedness to the United States (5
U S.C. 5514).

Advancenents and Deductions (5 U S.C. 5705).
Travel and Transportation Advances (5 U.S.C. 5724).

there are nunerous program uni que references which are not

i ncl uded above.



HHS Chapter 10-41 Page 4
Departnental Accounting Manua

HHS Transmittal 88.8 (9/30/88)

10-41-20 DEFI NI TI ONS

For the purpose of this chapter, the follow ng definitions apply:

Account Receivable - Anpbunts owed for goods furnished and services
render ed.

Adm ni strative Cost - An expenditure or outlay of cash, other
property, capital stock, or services, or the incurring of a liability
incurred for the enterprise as a whole.

Administrative Costs of Collecting Overdue Debts - A charge which is
assessed to a debtor to cover the Departnent's adm nistrative costs
of handling delinquent debts, based on either actual or average costs
incurred. This charge includes direct costs (personnel, supplies,
etc.) and indirect costs (both in-house costs as well as external
costs, such as costs of collection agencies).

Adm nistrative Offset - Satisfying a debt by w thhol di ng noney
payabl e by the Departnent to, or held by the Departnment for, a
debtor. This definition may be extended to include the w thhol ding
of funds due from other agencies to the sane debtor to effectuate
adm ni strative offset.

Audit C earance Docunent (ACD) - Is an official docunent detailing
results of an audit. The docunent may reconmend the grantee and/or
contractor to make nonetary and/ or non-nonetary financial

adj ust nent s.

Audit Disall owance - A "disall owance" generally, is a determnation
that a grantee's expenditure or claimof funds is unallowabl e under
governi ng | aw regul ati ons, or inplenenting guidelines. An "audit

di sal |l owance" is a determ nation, which a programofficial takes,
based on a recommendati on of auditors outside the program An audit
di sal | owmance often follows a routine audit cycle of a grantee's
program

Billing - An invoice sent to a debtor for the anmpunt due, including
interest, administrative charges and |ate penalties if applicable.

Commercial Debt - This covers all non-tax debts of businesses arising
from | oans, |oan guarantees, overpaynents, fines, penalties, or other
causes. The term "comrercial debt"” includes debts owed by private,
nonprofit organi zati ons.

Consent - A witten agreenent by the debtor for adm nistrative/
salary offset after receiving notice of all rights and conpletion of
all required due diligence requirenents.
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Consuner Debt - All non-tax debts of individuals in excess of $100,
arising froml oans, | oan guarantees, over- paynents, fines,
penalties, or other causes.

Contingent Payable - A nonetary anount or reserve set aside for
possi bl e | osses.

Conti ngent Recei vable - An anpbunt of noney due from any outside
sources for goods shipped or services perfornmed that depends on
chance or uncertain conditions. A reserve set aside for possible
gain.

Credit Reporting Agency - As defined within Section 603(f) of the
Fair Credit Reporting Act (15 U. S.C. 168la(f)), a credit reporting
agency (also called a consumer reporting agency or credit bureau) is
any person (or organi zation) which, for nonetary fees, regularly
engages in the practice of assenbling or evaluating consuner (credit)
i nformati on or other information on consumers for the purpose of

furni shing consuner (credit) reports to third parties, and which uses
any neans or facility of interstate comrerce for the purpose of
preparing or furnishing consunmer (credit) reports.

Creditor Agency - The agency to which the debt is owed.

Cross Cutting Disallowance - A disallowance, applicable to prograns
of nore than one HHS conponent or Federal departnent, assigned to a
si ngl e Cogni zant Action O ficial who is responsible for resolving the
findi ngs on behalf of the Departnent and, in some cases, on behalf of
the entire Federal governnent.

Debt - An ampbunt owed to the United States from sources which include
| oans insured or guaranteed by the United States and all other
anounts due the United States fromfees, |eases, rents, royalties,
services, sales of real or personal property, over- paynents,

penal ties, danmages, interest, fines and forfeitures, and all other
sim | ar sources.

Debt Collection Act, 1982 - An Act to increase the efficiency of
governnent-w de efforts to collect debts owed the United States and
to provide additional procedures for the collection of debts owed the
United States. The additional procedures are:

- Amendnents to the Privacy Act;
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- Amendnents to the Federal Clains Collection Act of 1966;

- Requi renment that Applicant Furnish Taxpayer Identifying Nunber;
- Salary O fset;

- Protection of Federal Debt Coll ectors;

- Screeni ng Potenti al Debtors;

- Di scl osure of Mailing Address to Third Parties for Purposes of
Col I ecting Federal d ains;

- Statute of Limtations with Respect to Adm nistrative O fsets;
- Adm ni strative Ofsets;

- Interest and Penalty on indebtedness to the United States;
Report on Agency Debt Collection Activities; and

- Contracts for Collection Services.

Debt Conprom se - An agreenment negoti ated between the debtor the
Gover nnment whereby the anmount of debt is reduced to effectuate

settl ement based on the inprobability of the recovery of the ful
anount and ot her practical considerations.

Default - Failure of the debtor to satisfy the requirenments of the
debt repaynment agreenent.

Deferrals - A programmatic adm nistrative process authorized by |aw
or regulation which permits programofficials to defer approving, as
al | owabl e, expenditures clained by a recipient.

Delinquent Debt - A formal debt not paid by the debtor on the paynent
due date specified in the notice of the debt. 1In the case of a debt
payabl e under an approved witten repaynent agreenent, a delinquent
debt arises in the failure of a debtor to satisfy the obligations in
t he agreenent.

Demand Letter or Determi nation Docunent - A letter sent to a debtor
giving notification that a debt is due by a certain date, and
requiring a debtor to pay applicable interest, adnm nistrative

costs, and/or |ate penalties if not paid by the date due. The debtor
shoul d al so be infornmed of his/her appeal rights in the demand
letter.
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Departnental Appeals Board (DAB) - The grant appeals board is a

di spute resolution body in the Ofice of the Secretary which is
assigned responsibility for review ng certain disputes between
constituent agencies of HHS and recipients of HHS funds. A precise
list of covered disputes is contained in an Appendix to 45 CFR Part
16 (the board' s governing regulations). Typical disputes are:

di sal | owmances (by programofficials or recomrended by O G auditors);
certain term nations of discretionary grants; and cost

all ocation/rate disputes. The Board al so handl es ot her disputes upon
request of a constituent agency. the Board receives evidence and
argunent, hol ds hearings (when necessary), and issues witten
deci si ons.

Departnental Appeals Board Decision - The appeal s board issues
written decisions to resolve the cases appealed to it. Each decision
is issued by three Board Menbers. The decision is, in effect, the
final action of the Departnent (although either side may request
reconsideration if they find a m stake of |law or fact). Board

deci sions are nunbered sequentially and avail able to anyone who
requests them The Board maintains an index of the decisions to help
constituent agencies and the public access information about Board
hol di ngs.

Departnental Appeals Board Decision "Split" - Since the cases that
come before the grant appeals board typically are conplex and involve
an extensive record and nunmerous issues, the Board often issues a
deci sion which actually is a collection of mni-decisions, so that a
constituent agency may "wi n" part and "l ose" part (or part may be
sent back to the agency for further devel opnent). The Board,

however, is not enpowered to "conprom se" clains or ampunts, so that
a "split" decision never involves this kind of determ nation.

Di sal | owance:

Audit or Program Di sallowance - A notification as a result of an
audit or programofficial's determ nation that expenditures clained
by a recipient are not all owable.

System or System Audit Disall owance - A disallowance determ nation of
a collective nature in which a proportionate share of the disall owed
anount cannot be identified to an individual award. This type of
di sal l owance is also referred to as a cross-cutting di sall owance.
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Discretionary Awards - Applies to all grant prograns in which the
anount of the award and the decision to nake the award are not

specified by law and therefore are within the adm nistrative
di scretion of the granting agency.

Di sposable Pay - That part of current basic pay, special pay,

i ncentive pay, retirenent pay, retainer pay, or in the case of an
enpl oyee not entitled to basic pay, other authorized pay renaining
after the deduction of any anpunt required by law to be wi thheld.
Agenci es nmust excl ude deductions described in 5 CFR 581. 105 (b)
through (f) to determ ne di sposabl e pay subject to salary offset.

Doubtful Clainse - Cainms which are uncertain as to the exact amount
involved, the liability of the parties, or the action to be taken.

Di sputed Debt - A debt which the debtor contests either partially or
inits entirety.

Due Diligence - The formal, established process of notifying a debtor
of a debt, the period for repaynent, the consequences of not paying,
the opportunity for a debtor to dispute or appeal the debt and
assuring the pronpt collection of the debt.

Enpl oyee - A current enpl oyee of an agency.

FCCS - The Federal Clainms Collection Standards jointly published by
the Justice Department and the General Accounting Ofice at 4 CFR

101.1 et seq.

Federal Claim Collection Regulations - The Federal C ains Collection
Regul ati ons were issued jointly by the General Accounting O fice and
the Departnment of Justice. The regulations prescribe standards for
the adm nistrative collection, conprom se, term nation of agency
collection activity and the referral to the General Accounting Ofice
and to the Departnment of Justice for litigation of civil clains.

G ant Suspension - Tenporary w thdrawal of the grantee's authority to
obligate grant funds pending corrective action by the grantee.
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HHS Claim Col |l ection Requlations - The Clainms Collection regulations
i ncorporate and suppl enment as necessary all provision of the Joint
Regul ati ons issued by the Conptroller General of the United States
and the Attorney General of the United States under section 3 of the
Federal C ains Collection Act of 1966, which prescribes standards for
adm ni strative collection of civil clainms by the Governnent as well
as conprom se, suspension, or term nation of agency collection
action, with respect to clainms not exceeding $20, 000 excl usive of
interest, and the referral to the General Accounting Ofice, and to
the Departnment of Justice for litigation, of civil clains by the
Gover nnment .

Indirect Cost Rate - The ratio, expressed as a percentage, of an
organi zation's total indirect costs to its direct cost base (comonly
direct salaries and wages). Wen a rate is established for a
specific activity or program (e.g., research) the rate represents the
ratio of the total indirect costs allocated to the activity or
programto the direct base costs of the activity or program

Late Paynent Penalties - An additional nonetary anmpunt assessed
agai nst a claimof indebtedness as a result of |ate paynents.

M scel | aneous Recei pt Account - The total ampunt of charges coll ected
for |ate paynents shall be credited to m scell aneous recei pt account
751499, "M scel |l aneous Interest Collections Not O herw se
Classified,” unless there is statutory authority to otherw se account
for these collections.

OMB Circular A-50 - Provides policy guidance on the accounting and
collection controls for anobunts due the Government as a result of
audi t findings.

Payi ng Agency - The agency enpl oying the individual and authorizing
the paynent of his or her current pay.

Pre-Offset Notice - Anotice to a debtor of intention to collect a
debt through the adm nistrative offset process unless otherw se paid
within 30 days fromthe date the notice was mail ed.

Preschedul ed Debt - A conprom se offered a debtor to restructure the
anount and due date of each paynment wi thout reducing the total debt
anount owed the government.
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Program Di sal |l owance - In contrast to an "audit disall owance" (see
definition above), a "program di sall owance" is a determ nation by
program officials thenselves that a grantee's claimor expenditure is
unal | owabl e under governing |law, regulations or inplenmenting

gui delines. Each HHS constituency has different neans of conducting
programmatic reviews which may result in a disallowance. 1In the

Medi caid program for exanple, the routine review of a state's
quarterly expenditure reports by regional HHS Medi caid program
personnel often results in a disallowance of funds clainmed by the
state.

Public Assistance Awards - Are awards under prograns authorized under
t he Social Security Act where (1) grants are awarded to States and
Territories, (2) the primary grantees nust share in the program
costs, (3) secondary recipients (individuals and organizations) of
these funds are entitled to the benefit paynents, and (4) the

aut hori zing statutes require any overpaynents (audit and program

di sal | owances) during prior quarters to be adjusted agai nst the
current quarter award (for exanple, Sections 403(b) and 1903(d) of

t he Social Security Act).

Recei vabl e - The anmount recorded by an OPDIV or component as the
anount owed by the debtor.

Reschedul e - The establishnment of new conditions to facilitate
repaynent of a debt.

Salary Ofset - Admnistrative offset to collect a debt under
5 U S. C 5514 by deduction(s) at one or nore officially established
pay intervals fromthe current pay account of an enpl oyee.

Suspension of Collection - The tenporary cessation of collection
activity of a debt for a specified period of tine. The debtor is
still required to pay the debt.

System of Records - As defined wthin Section (a)(5) of the Privacy
Act of 1974 (5 U.S.C. 552a), this termnmeans a group of any records
under the control of any agency fromwhich information is retrieved
by the nanme of an individual person or by sonme identifying nunber,

synbol, or other identification uniquely assigned to the individual.

Term nation of Collection - The tenporary cessation of collection
activity by or on behalf of the governnent because the debtor
di sputes, litigates or shows unw | lingness to conpronise the debt.




HHS Chapter 10-41 Page 11
Departnental Accounting Manua
HHS Transmittal 88.8 (9/30/88)

Treasury Schedule 220.9 - A "Report on Status of Accounts and Loans
Recei vabl e Due fromthe Public" for the quarterly reporting of
out st andi ng recei vabl es.

Wai ver - The cancell ation, rem ssion, forgiveness, or non- recovery,
of a debt in whole or in part based on |l egal authority and
regul ati ons.

Wor kout - The process for consideration of rescheduling or
restructuring ternms and conditions of a debt to facilitate repaynent.

Wite-off - Elimnation of a receivable evidenced by an indebtedness
which will not be coll ected due to unsuccessful collection efforts,
death, disability, bankruptcy, or the statute of limtations.

10-41-30 - CREDI T AND DEBT MANAGEMENT POLI CY

A Credit Managenent Standards. Effective managenent of the
Departnent's debts associated with its diverse prograns and
activities requires the establishnent of consistent,
busi ness-1i ke debt managenent approaches and systens to protect

the governnent's financial interest. This will assure that:
o] Armount s due the Departnent are identified promptly.
o] Accounts receivable for all debts are established on a

tinmely basis.
o] Debtors are treated fairly.

o] Col l ections are pursued rigorously to the full extent
permtted by | aw

Therefore, Departnment-w de policy nust be observed by al
personnel involved in credit and debt managenent activities.
Departnental policy is that the followi ng nine major credit
managenent standards specified in OVMB Circular A-129 shall be an
integral part of each OPDlV s/conponent's credit and debt
managenment activities:
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1. Prescreening - Bad | oans and recei vabl es can be decreased
by establishing an applicant's credit- worthiness prior to
credit approval.

a. OPDI VS and conmponents shall purchase credit reports
to prescreen all applicants where they would serve a
usef ul business purpose and where creditworthiness is
a condition of the | oan or receivable.

b. Past "procurenment performance" is to be part of these
reports (e.g., applicant may have failed to deliver
on a contract or did not performor conplete as
expect ed).

C. Prescreeni ng i s mandat ory where appropri ate.
Applicants delinquent on a Federal debt nust resolve
the issue with the creditor agency before the
OPDI V/ conponent can process the application,
contract, etc.

2. Credit Bureau Reporting - Debtors who default on a Federal
| oan shall be reported to private sector credit bureaus.

3. Account Servicing - OPDI VS and conponents shall maxim ze
their credit managenent capabilities by:
(1) Contracting out servicing functions or by in-house
aut omati on, whi chever is nore cost efficient.
(2) Annually assessing the risk by estimating the
potential | osses associated with the portfolio (Exhibit
10-41- V).
(3) Developing internal reporting systens to provide
i nformati on on results of credit program operations.

4, Private Debt Collection Services - OPDI VS and conponents
shall contract with private sector collection services to
foll owup on delinquent debts which are nore than six
mont hs old and are not in an internal work group or are
not already referred to the Departnent of Justice.

5. Refund O fsets - OPDI VS and conponents shall report
i ndi vidual debtors to IRS for offsetting against tax
refunds to recoup delinquent debts.

6. Federal Salary Offsets - OPDIVS and conponents shal
i npl ement of fsets as soon as possi bl e agai nst enpl oyees
for their delinquent debts.
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7. Litigation - Al defaulted accounts nore than six nonths
old shall be assigned to the Departnent of Justice for
litigation unless they are at a collection agency or in an
i nternal workout group. However, before going to
litigation it should be recogni zed that term nation of
collection efforts or conprom se of the anmount due may be
appropriate alternatives to litigation.

8. Wite-offs - As a result of bankruptcy, statutes of
limtations, death or disability, sonme delinquent debt
wi |l never be collected. OPD VS and conponents shal

foll ow the procedures described in Section 10-41-50 E

9. Loan Asset Sales - Loan asset sales may be nore efficient
than | ong-term servicing. OPD VS and conponents shal
enhance their | oan docunentation and servicing to neet
comrer ci al standards. OPDI Vs and conponents shall follow
procedures described in Section 10-41-150.

B. The Credit Managenent Cycle. The application and inter-
relationship of these policies to the three stages of the credit
managenment cycle for |oans (awards, servicing, and delinquent
debt collections) are illustrated bel ow
Stage | of the Credit Cycle: Loan Awards

o] In the | oan awards stage, OPDI VS and conponents shall: (1)
prescreen | oans to determ ne creditworthiness and to check
on any negative credit history by using private sector
credit bureau reports, and (2) report to private sector
credit bureaus information on all conmmercial accounts and
del i nquent consuner accounts. |In addition, applicants for
contracts and grants nust al so be screened to determ ne
financial responsibility, and (3) establish standards for
| oan docunentation and inplenent in accordance with OVB
Circular A-129.
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Stage Il of the Credit Cycle: Loan Servicing

(0]

In the | oan servicing stage, OPDI VS and conponents shal

(3) evaluate options of cross-servicing and contracting
out rather than to continue to upgrade and automate | oan
servicing and col |l ection operations, either through

i n-house efforts or through contractors. In addition,
standards for |oan docunmentation should be established and
must be inplenented in accordance with OVB Circul ar A-129.
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Stage 11l of the Credit Cycle: Delinquent Loan Collection

o] In the [ oan collection stage, OPDI VS and conponents shal
apply a wide range of collection techniques to nanage
del i nquent debt. These include: (4) using private
collection services to go after accounts nore than six
nmont hs del i nquent; (5) submtting information about
del i nquent debtors to the IRS so that debt may be
recovered through inconme tax refund offset; (6) matching
del i nquent accounts agai nst Federal enployee rosters so
that debt may be recovered through Federal enployee salary
offset; (7) referring delinquent accounts to the
Departnent of Justice for litigation when the use of other
debt collection tools is unsuccessful; (8) witing-off
del i nquent debt accounts that will never be recovered due
to bankruptcy, disability, or other reason; and, (9)
selling |l oan portfolios, through OVB's | oan asset sales
initiative (See Section 10-41-150).
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° OFFSET AGENCIES °
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AND CLOS COMPROMISE AND
ACCOUNT CLOSE ACCOUNT
REFER TO
JUSTICE FOR —>| FORECLOSURE |
LITIGATION
I
h 4 A 4
PRIVATE - SECURE
ATTORNEYS = lupGmMENT Report
COLLECT AND W rite-0 ff to RS
CLOSE
ACCOUNT
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C. Del i nquent Debt Reduction Goals, Directives and Annual Credit
Managenent | nprovenent Plan. Each OPDI V/ conponent is required
to devel op and i npl ement an annual credit managenent i nprovenent
pl an whi ch describes the strategies for inplenenting the OVB
credit managenent standards and for neeting its OVB assi gned
del i nquent debt reduction goals through inplenentation of the
above Departnental policies.

1. Reduction of the amounts of delinquent debt owed the
United States is a major goal of the Adm nistration's
credit managenent program Major initiatives include:

a. Del i nquent debt targets are established for each
OPDIV and are not to be exceeded at the end of the
fiscal year

b. Del i nquent debt targets have been formally integrated
into the OVMB's budget review process. OMB has
revised Circular A-11, Section 42, Exhibits 42a and
42b to gather information on Federal debt and the
resources needed to support credit managenent and
debt col | ection.

C. Del i nquent debt anounts reported on the 42a require
three-years estinates in addition to the npst recent
fiscal year end actuals; these estimates will be

consi dered as each OPDI V' s/ conponents proposed
del i nquent debt targets.

d. Based on the information OPDIVS provide in Exhibit
42a, OMB in consultation with Treasury, will review
the OPDIV credit managenent and debt collection plan
t hrough t he budget revi ew process.

e. Targets for collecting delinquent debt and wite-offs
will then be established and provided to the OPDIV
t hrough t he Budget Passback process and will again be

publ i shed in next year's Managenment Report.

f. OMB and Treasury will nonitor progress toward
achi evenent of the delinquent debt targets.

Therefore, it is critical that Exhibits 42a and 42b are carefully
devel oped, with the involvenent of OPDIV/ conponent debt collection
officials as well as budget staff, and they should be coordi nated
with information provided through Treasury Report 220.9 (Schedul e
9s).
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2. OPDI V/ conponent s begi nning on March 31, 1989 with one or
nore credit programs with and-of-year receivables with $50
mllion or nore nust issue directives that assign to
i ndi vi dual s and organi zati ons credit nanagenent
responsibilities for all loans. The directives nust:

a. Assign overall credit nmanagenment responsibility, as

well as responsibility for each phase of the credit
cycle. Responsibility should be vested in policy
officers wth access to the OPDI V/ conponent head and
shoul d be designated the OPDI V/ conponent credit
managenment official .

b. Specify the credit managenent actions to be taken to
ensure full inplementation of the policies set forth
in OMB Circul ar A-129.

C. Assign oversight responsibility to the debt
collection official to ensure the preparation of
tinely and accurate data in accordance with the
requi rements of A-129 and Circular A-70 on
del i nquent, and reschedul ed | oans, clains for
guar ant eed | oans, | oan | osses, and wite-offs.

d. Establish a nonitoring systemfor conparing results
to performance goals established by OVB.

e. Identify the individual and organization to be
responsi ble for the credit financial nanagenent
system and t he submi ssion of the plan and the budget
estimtes required by OVMB Circular A-127, "Fi nanci al
Managenent Systemns."

f. Establish, if appropriate, credit boards to
coordi nate credit nmanagenent activities and to ensure
full consideration of credit issues by all interested

and affected organi zati ons. Representati on on these
boards should i nclude, but not be limted to: the
senior official for programoffices with credit
activities; the OPD V/conponents Debt Collection

O ficial; the OPD V/components managenent office; the
budget officer (if budget is not part of the
managenent office); the OPD V/conponents Genera
Counsel ; and the OPDIV's Inspector General in an

advi sory capacity. The board should recomend to the
OPDI V/ conponent head an annual credit managenent

pl an, and should neet at |east quarterly to review
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progress and problens in acconplishing credit
managenment objectives. The Board should provide a
year-end assessnent of results and needed fol | ow up
actions to the OPDI V/ conponent head.

3. Credit granting OPDIV/conponents nust prepare an annua
Credit Managenent |nprovenent Plan that describes their
strategy for effectively managi ng all phases of the credit
cycle -- credit extension, account servicing and portfolio
managenent, and del i nquent debt collection. The plan nust
ensure OPDI V/ conponent conpliance with the standards set
forth in A-129 the plan nust:

a. Provi de a credit nmanagenent strategy for each program
wi th and- of -year receivables of $50 million or nore.
b. Be in accordance with the format provided in Exhibit

10-41-R "Qutline of Requirenents for Credit
Managenent | nprovenent Pl ans".

C. Be submitted to HHS in time for the Departnents
annual budget subm ssion (OVMB Circul ar A-11).
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10-41-40 RESPONSI BI LI TI ES AND REQUI REMENTS FOR CREDI T AND DEBT

A

MANAGEMENT

General. The Federal dains Collection Act (FCCA), as amended
(31 U S.C 3711), places the responsibility for collecting debts
owed to the governnent on the Federal departments or agencies
whose individual activities give rise to the debt. Wthin the
Departnment, OPDIV Heads, Regional Directors, and the Deputy

Assi stant Secretary, Finance are responsible for assuring that

fi nanci al managenent controls and systens are in place for
adequately managi ng the Departnent's credit and debt activities.
In addition, accounting systens nust provide for pronptly
recording, collecting, reporting and controlling applicable
interest, penalties, and admi nistrative costs due the Departnment
on delinquent debts. Rigorous standards nust be set and enforced
by accounting officers in docunenting receivables, actions to
coll ect, conprom se, or suspend clainms, and referring
uncol I ectible receivables to clainms collection officers and the
Departnment of Justice. Thus, it is inportant that the

st ep-by-step collection process contenplated by the FCCA and
Debt Collection Act be acconplished in order to expedite the
coll ection process and reduce Federal government borrow ng costs
and costs of operations. Wlere appropriate, these standards
must include the use of private debt collection agencies and
credit reporting agencies and the use of other Federal agencies
and Departmental conponents to assist in collecting debts. This
woul d i nclude, for exanple, using the Internal Revenue Service's
tax refund of fset procedures. In addition, where cost effective,
comrerci al debt servicing firnms should be utilized to reduce the
Departnment's debt adm nistration costs.

Apprai sals for property serving as collateral for direct or
guar ant eed | oans nust be conducted in accordance with A-129.
By July 1, 1991 OPDI Vs/ conmponents nust determ ne which
property transacti on because of size or conplexity require a
state certified appraisal. An overview of the basic
responsibilities and requirenents for credit and debt
managenent, including clainms collection is illustrated bel ow
It is not intended to cover all specific aspects of these
activities or the subtleties of OPD V/conponent specific
prograns.

OPDI V/ conponents nust ensure that their credit and debt
managenent policies and procedures incorporate the program
specific requirenents of other statutes, agreenents and
regul ati ons where this chapter does not cover the uni queness of
any program operations.
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Preaward Responsibilities and Requirenents. Successful debt

managenment and col |l ection begins prior to the initial making of
the | oan, schol arship, grant, contract, etc.

To the extent feasible and when appropriate, before
approving an initial grant, |oan, or other agreenent, each
OPDI V/ conponent shal | :

a. investigate the financial integrity and current
financial capability of the recipient to carry out
the activity for which the award is to be made;

b. determ ne whet her the recipient owes noney to the
governnent (by certification where appropriate);
and check whether the recipient is in default on
paynment or performance; and

C. reqguest each potential recipient to disclose whether
any present officers of the organi zation were ever
enpl oyed or connected in a official capacity with any
organi zati on which defaulted on a debt to the
governnent. (Federal Register October 20, 1987 and 45
CFR Part 76).

OPDI VS/ conponents shal |l request each potential recipient
to furnish along with the application:

a. its enpl oyer identification nunber

b. the name of each officer, his/her social security
nunber, hone and office addresses, and

C. the name, current address, social security nunber of
each officer authorized to accept service of process
i nvol ving any | egal action against the corporation.

However, the OPDI V/ conponents are required by law to
advise the recipient that this information is rel evant and
necessary to acconplish the purposes of the FCCA and;

that, although furnishing this information is voluntary,
failure to provide it may nmke eval uation of the
application difficult. (Privacy Act, 5 U S.C. 552a(e);
P.L. 93-579s7.)

Credit reports shall be obtained fromcredit reporting
agenci es for potential recipients of Federal |oans, |oan
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guar ant ees, grants, contracts, schol arshi ps, traineeships,
or other awards to determ ne the extent and status of
their financial obligations to the government, including
whet her they are presently delinquent on any debts to the
gover nnent .

a. Credit reports shall be obtained where they woul d
serve a useful business purpose, taking into account
such factors as the ampunt and nature of the award
(i.e., discretionary or mandatory), ongoing
relati onships and prior experience with the
reci pient, and the exi stence of other information.

b. Except where required by |law or approved by the head
of the cogni zant OPDI V/ conponent, no award of Federa
funds shall be made to a recipient, and

C. No | oan shall be guaranteed or insured by the
cogni zant OPDI V/ conponent on behal f of a borrower
who i s delinquent on a debt owed to the governnent or
has been debarred or suspended by any Federal agency

until:

o] The delinquent debt is brought current; or

o] Satisfactory arrangenents are made between the
debt or and the Federal agency responsible for
coll ection of the delinquent debt; or

o] The Federal agency which debarred or suspended
the applicant consents in witing to the award.

d. Credit reports on potential recipients shall be

obtai ned after selection but prior to the actua
award. \Where there is a continuing relationship
between the recipient and the OPDI Vs/ conponents,
credit reports need only be obtai ned once and updat ed
periodically.

e. See Section 10-41-70 for further information
concerning the use of credit reporting agencies.

4. At the time the award is nmade, the awarding office nust
i nform each applicant that any resulting payback
obligation nust be satisfied, advise the applicant of
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Federal debt collection policies and procedures, and
require the applicant to sign an appropriate statenent,
simlar to the exanple found in Exhibit 10-41-A that
certifies that such information has been received and is
under st ood.

a. The signed statenent shall be maintained as part of
the OPDIV s/conponent's official file.

b. For those recipients where there is a continuing
relationship it is only necessary to provide such
noti ce and obtain acknow edgenment one tine fromthe
recipient.

C. The statenent does not constitute the notification
required by the Debt Collection Act or the Deficit
Reduction Act as neeting specific prerequisites prior
to using certain debt collection techniques such as
referrals of credit information to credit bureaus,
IRS inconme tax refund of fset, etc.

5. Pre-screening of applicants filing for benefits under
entitlement prograns should ensure that each applicant
meets all the criteria for such benefits and require that
the applicants subnmt the proofs necessary to substantiate
the entitlement criteria. This mght include:

a. Proof of Age

b. Proof of Disability

C. I ncome Ear ni ngs

d. Eligibility Verification

e. Death Certificate

f. Vet eran Status

g. Verification of Addresses

h. Determi nati on of Marriage Rel ationship, etc., etc.,

etc.
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There are a nunber of additional items that can and shoul d be
added to the |list of above. The OPDI V/ conmponent is responsible
for establishing the criteria and assuring that the criteria are
met by the applicants.

Debt Managenment System Responsibility and Requirenents. Each
OPDI V and conponent nust establish firmcontrol over its
progranms and other activities which may give rise to debts. It
must i npl enent a debt managenent system that assures that the
exi stence, anmount, and the status of every debt is readily
identifiable. Imrediately upon determining there is a debt,
each OPDI V/ conmponent nust initiate conprehensive, tinely,
forceful, and persistent collection activities. These efforts
shoul d be directed towards the earliest possible collection of
the debt or, in the failure to collect, toward the proper
docunentation of the claimfor appropriate disposition under the
provisions of the FCCA. In order to neet its responsibility for
debt collection, each OPDI V/ conponent shall

1. Assign to an organizational unit the responsibility for
all billing, collection, and due diligence activities.

2. The responsible OPDIV organization will establish witten
procedures to assure:

a. Pronpt identification of all debts as they arise.

b. Verification of the ambunt of each debt and the name
and address of each debtor.

C. I mredi ate notification to the cogni zant finance
office to begin the billing process and to record,
account, and report noni es owed and/or coll ected.

d. Col l ection of debts on or before the due date.

e. Assessnment of interest, penalties, and charges for

adm ni strative costs of collection.

f. Reporting information to credit bureaus where
appropri ate.

g. Reporting indebted contractors to the Departnent of
the Army for inclusion in the "Arny Hold-up List,"” in
accordance with the HHS cl ainms collection regul ation
(45 CFR Part 30).
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D.

h. Use of private collection agencies.

i. Coll ection by salary or other adm nistrative offset,
when appropri ate.

j- Devel opnent of workout plans, including rescheduling
of paynents, if necessary.

k. Use of credit reports to evaluate the potenti al
success of proposed workout plans, to identify other
Federal awards as a potential source for collection
offset, and to identify any resources of the debtor
that may be available through litigation.

Peri odi c matching of delinquent debtor files against
files of the Ofice of Personnel Managenent (OPM,
the Departnent of Defense (DOD), and other control
sources, to identify present and retired Federa

enpl oyees who are delinquent.

m Forecl osure and |iquidation of collateral.

n. Ref erral of delinquent accounts for inconme tax refund
of fset in accordance wi th gui dance provided in 45 CFR
Part 31.

0. Referral of administratively uncollectible accounts

to the Department of Justice (through the appropriate
HHS Clainms Officer) for disposition.

p. Referral of discharged debts to the IRS for
consideration as taxable incone, as set forth in
Chapter 10-70 of the Departmental Accounting Manual .

Billing and Coll ection Responsibility and Requirements. The

cogni zant OPDI V/ conponent nust :

1.

Pronptly establish accounts and | oans receivable for al
debts due it.

Make pronpt demands to each debtor for repaynent by means
of :

a. Witten comuni cati on.
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(1)

The initial bill or paynment demand letter shal
be sent by certified mail,* return receipt
requested no | ater than 5 busi ness

days after a debt has becone payable (as
required by 31 CFR 206.3) and shall informthe
debtor of the:

(a) Basis of the debt and the specific rights
the debtor may have to seek review within
t he agency, an opportunity to inspect and
copy agency records pertaining to the
debt, etc. (See 45 CFR Part 30 for
specific due diligence requiremnments.)

(b) Date by which paynment is due; usually not
nmore than 30 cal endar days fromthe date
that the initial demand letter was muail ed
or hand deli vered.

(c) Applicable standards for assessing
interest, penalties, and administrative
costs (see section 10-41-90 of this
chapter).

(d) Use of other appropriate admnistrative
coll ection techni ques that may be
considered to effect repaynent (e.g.,
reporting delinquent accounts to credit
reporting agencies, use of private
coll ection agencies, IRS tax refund
of fset, etc.)

(e) The demand |etter should be marked first
demand, second demand or third demand.
The mailing envel op shoul d be stanped
"Address Correcti on Requested".

* Note: Enployee delinquent debt requires
only one witten 30-day demand letter,
after which salary offset will comrence.
(See section 10-41-120-D of this chapter).
OCC has advised that the use of certified
mai | for enpl oyee debt arising fromthe
personnel / payrol | systemis not required.
Certification of the mailing is adequate
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(2)

to establish receipt by the addressee.

The alternate node of hand delivery,
however, shoul d be docunented by a receipt
of delivery.

If paynment is not received by the due date, a
second, stronger witten request for paynent of
a debt shall be nade within 30 cal endar days
following the initial due date by certified
mai |, return receipt requested.

Thi s request shall include a notice that
i nformati on concerning the delinquent account
will be reported to credit reporting agencies.

(a) In accordance with the Debt Collection Act
of 1982, OPDI V/ conmponent finance offices
must notify delinquent consumner
(individual) debtors that information
concerning their accounts will be referred
to credit reporting agencies. For
purposes of this requirement, a consuner
debt or nmeans an individual as defined in
the HHS Privacy Act Regul ations, 45 CFR
Part 5b. The notice nust state that:

0 The debt is overdue.

o] The account will be reported to a
credit reporting agency in no | ess
than 60 days fromthe date of the
noti ce unl ess paynent is received.

o] The anount of the debt that will be
report ed.
o] The debtor has the right to appeal

the accuracy and validity of the debt
during the 60-day peri od.

(b) Wth respect to commercial debts, there is
no statutory requirenent to informthe
debtors that information concerning their
accounts wll be referred to credit
reporting agencies. However, each
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OPDI V/ conponent shoul d notify delinquent
commerci al debtors that the information
concerning their accounts will be referred
after a certain period of tine (e.g., 30
days) unless paynent is received. Debts
of state and | ocal governnments, Indian
tribal governments, other public
institutions such as state

institutions of higher education, and
state hospitals, along with foreign debts,
shoul d not be reported.

(3) |If paynent still is not received and the
alternative renedi es di scussed bel ow are not
avai l able, a final (third) stronger denmand
letter shall be sent in 30 cal endar days (or
| ess when appropriate) fromthe date of the
first followup letter, by certified mil,
return recei pt requested, indicating that if
there is no response, the case will be prepared
for referral for litigation. |If alternative
renmedi es as discussed in section 10-41-40G|.
bel ow are avail able, they also shall be pursued.

b. Tel ephone calls. Tel ephone contact with debtors is
an extrenely effective techni que for having
del i nquent accounts brought current. 1In all cases

where witten comuni cati ons have not been successfu
and the debtor's tel ephone nunber can be obtai ned,
the fiscal office shall imedi ately contact the
debtor by telephone to attenpt collection of the
recei vabl e.

C. Personal interviews, if necessary and feasible.

3. Ensure that demand letters are nmail ed or hand-delivered on
the same day that they are actually dated.

4. Respond pronptly to any comuni cation fromthe debtor,
within 30 cal endar days, and advi se debtors who di spute
the debt to furnish avail able evidence to support their
contentions.

5. Maintain a witten record of all collection actions taken
on the debt.
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6. Col I ect paynents and deposit theminmediately to the
appropriate account. Credit card applications will be
maxi m zed to collect debt, fines and fees, including
Freedom of Information activities.

a. Payments that are received by OPDI V/ conponent offices
ot her than finance offices shall be forwarded
i mediately (i.e., sanme day) to that office.

b. Partial payments shall be first applied to
adm ni strative cost charges, then to outstanding
penalty charges, then to accrued interest, and then
to principal (in that order), in the absence of a
contrary statute.

C. If a debtor owes nore than one debt and desi gnates
how a vol untary paynment is to be applied anpong those
debts, that designation shall be honored.

7. | npl enent agreenents with credit reporting agenci es by
establishing a systemfor the transfer, storage,
protection, and distribution of account information to
ot her OPDI VS/ Feder al agenci es.

a. OPDI VS/ conponents shall refer information concerning
del i nquent accounts of individuals, and al
comrerci al accounts, to credit reporting agencies.

b. The system for referring account information shall be
abl e to:

(1) Identify which debts will be referred, the point
in the collection process when this
will take place, and what information will be
di scl osed.

(2) Ensure that the debt is valid and the
information is accurate, conplete, tinely, and
rel evant.

(3) Provide internal procedures to permt a
del i nquent i ndividual debtor, as provided for by
regul ation, to appeal the accuracy and validity
of information concerning debts reflected in
credit reports.
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(4) Accept corrections and report themto credit
reporting agencies on a tinmely basis consistent
with the Fair Credit Reporting Act.

8. Report indebted contractors to the Departnent of the Arny
for inclusion in the "Arny hold-up list," in accordance
with the HHS Cl ai nrs Regul ation (45 CFR Part 30).

9. Ref er delinquent accounts of individuals to the IRS for
i nconme tax refund offset in accordance wth gui dance
provided in 45 CFR Part 31. Referral does not relieve the
OPDI V/ conponent of its responsibility to continue
collection efforts through the other nmeans provided for in
t hi s manual .

10. Al contacts with the debtor should be on a courteous but
firmand businesslike basis. The follow ng collection
practices nust be avoided in comunications with the

debt or:

a. Anonynous or harassing tel ephone calls at a tine
known to be inconvenient to the debtor.

b. | nper sonating an attorney or | aw enforcenment
of ficial.

C. bt ai ni ng i nformati on under fal se pretenses.

11. Collection efforts shall be pronpt since delay often
reduces the likelihood of collection, and the procedures
shoul d not be burdened by unnecessary internal clearance
or review requirenents.

E. Responsibility and Requirenents for Installnment Paynent of Past
Due Debt. Unless specifically provided for by |law, regulation,
or the original witten agreenent, installnment paynents of past
due debts should not be initially encouraged. No references
shoul d be made in correspondence with the debtor to the
possibility of installments unless the debtor raises the
guestion, or there is an indication that such an approach wll
result in the eventual recovery of the debt which otherw se
woul d be lost, or be |less costly to the governnment than
al ternative approaches. Even then, debtors should be encouraged
to borrow fromprivate sources to repay their Federal debt in
lieu of seeking an install nment repaynent arrangenent. |If
i nstall ment paynents are to be considered, the cognizant finance
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office may, if appropriate, seek advice fromthe program or
other office whose activities gave rise to the debt. However ,
the follow ng requirenents shall be observed:

1. Sati sfactory evidence of the debtor's inability to pay in
a single paynent shall be obtai ned.

2. All installment paynent plans shall provide for interest,
applicable adm nistrative costs and | ate penalty charges.

3. I nstal | mrent paynents shall be sufficient in size and
frequency to liquidate the debt, including interest, in
the shortest period possible, i.e., normally within three
(3) years.

4. I nstal |l ment paynents shall be first applied to
adm ni strative cost charges, then to penalty charges then
to accrued interest and then to the principal, in the
absence of a contrary statute or contractual type
agreenment stated in the award or other docunent.

5. Provi sion shall be made for the entire debt to becone due
and payable immedi ately, at the option of the governnent,
if any installnment is not paid when due.

6. If install nent paynents are to be nade over nore than a
six (6) month period, the terns and conditions should be
in witing and signed by both parties, and security for
the debt should be obtained if possible.

7. An automated billing systemshall be used for al
i nstall ment paynent plans where feasible. For enployee
i nstall ment agreenments the appropriate automated nechani sm
is salary offset.

(This section does not pertain to those debts which are payable
by install ment pursuant to the original agreenent giving rise to

t he debt.)
F. Responsibility and Requirenents for Locating Lost Debtors. If a
bill or demand letter is returned undeliverable, the cognizant

OPDI V/ conponent office shall make a diligent effort to obtain
the debtor's current address.

1. Two of the nost efficient sources for this information
are:
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Internal Revenue Service (IRS). |IRS has the nost
conpl ete locator file in the governnent which

provi des a neans of |ocating debtors under Project
719, Taxpayer Address Requests. |IRS w | disclose
the debtor's address to Federal agencies who have
debt collection responsibilities under the FCCA. For
i nformati on about how to participate in Project 719,
contact the Director, Service and Design Division,

I nternal Revenue Service, Departnent of the Treasury,
1111 Constitution Avenue, N. W, Washington, D.C.
20224.

Private Credit Bureaus. The use of credit bureau's
| ocator service to obtain a debtor's current address
can be very productive. 1In addition, credit bureaus
can provide financial information on the debtor.

It is necessary that all OPDIVS/ conponents enter into
agreements with credit bureaus through the

use of the CGeneral Services Adm nistration contract
for this service.

2. O her avail abl e | ocator sources which should be utilized
as appropriate include:

a.

b.

Tel ephone and business directories.
Local Postnasters.

State notor vehicle divisions, i.e., autonpbile title
and |icense records.

State and | ocal governnment agencies, such as
i censing bureaus for doctors and dentists.

Secretaries of state for corporations (see Exhibit
10-41-B).

Present or former enployers, including Federa
departnents and agenci es.

Pr of essi onal associ ati ons of which the debtor may be
a nenber, i.e., the Anerican Medi cal Associ ation,
Ameri can Dental Association, etc.

Chanmbers of Commerce or other busi ness associ ations.
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i Rel ati ves, acquai ntances, and coworkers of the
debt ors.

j- Credit Reports.

Responsibility and Requirenments for Alternative Renedies for
Nonpaynent of Debt. Wenever it appears that further denmand
woul d be futile (for exanple, where the debtor explicitly
refuses to pay, or clearly cannot pay) and prior to referring
any del i nquent debt to a collection agency, the cognizant

OPDI V/ conponent finance office shall consider whether
alternative renedies would better protect the governnent's

i nterest.

1. Al ternative renedi es i ncl ude:

a. Promptly filing suit. |If the claimis to be referred
for civil action for recovery of the debt, the
properly docunented claimfile should be forwarded to
t he cogni zant OPDI V/ conponent cl ains col | ection
officer for referral to the appropriate litigation
of ficial.

b. Attachnment of property, the renoval of assets or the
di ssolution of a corporation are alternatives that
can be enployed to protect the governnment's
interests. The cogni zant OPDI V/ conponent fi nance
office may recommend one of these to the appropriate
Cainms Oficer.

C. Filing a claimin bankruptcy court. |If this is
contenpl ated, the cogni zant OPDI V/ conponent fi nance
office shall so advise the program or other office
whose activities gave rise to the debt and the
appropriate litigation official.

d. O fsetting the debt agai nst pay or other ambunts due
the debtor in accordance with section 10-41-120 of
this chapter

e. Taki ng action, in coordination with the program or
ot her OPDI V/ conponent office whose activities gave
rise to the debt, to liquidate any security or
collateral for the debt and apply the proceeds
towards the amount due as provided in the security
i nstrument, unless the cost of disposing of the
collateral will exceed its value or speci al
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circunstances dictate otherwise. Were there is a
surety or insurance conpany, paynment shall be
demanded from that conpany unless sale of collatera
is expressly required by statute or contract.
Proceeds remaining after paynent of the debt and the
costs (including interest) of collection nust be
returned to the debtor.

f. Seeki ng the debarnment or suspension of the debtor
fromeligibility for financial assistance and
procurement contracts, awarded by other OPDIVS/
conponents, or other Federal agencies for any
i nexcusabl e, prolonged, or repeated failure to pay a
debt. Delinquent debtors should be advised of the
possibility of debarnent or suspension. The
specific sanctions are governed by the Depart nent al
regul ations set forth in 45 CFR Part 76 (Debarnent
and Suspension fromEligibility for Financial
Assi stance) and by the Federal Acquisition
Regul ati ons 48 CFR 9.4 (Debarnment, Suspension, and
Ineligibility). The procedural requirenents set
forth in those regul ations nust be foll owed before
the sanctions can be inpl enent ed.

g. Taki ng any other actions when necessary to protect
the governnment's interest.

H. Responsibility and Requirenents for Debt Referred to aim
Oficials and the Departnent of Justice. The Federal C ains
Col l ection Standards provide that referrals to the Departnent of
Justice for litigation should be made within one year foll ow ng
the initial billing date.

1. To conmply with this one (1) year limtation,
OPDI VS/ conponent s shal |

o] Take no nmore than two (2) nonths follow ng the
initial billing date to conplete routine due
diligence activities. Defernent, grace, appeal, and
ot her periods during which debt repaynment is not
required are excluded fromthe standards for the
tinmely processing of delinquent debts. 1In the case
of progranms which provide such periods, the tine
el apsed before conpletion of adm nistrative
collection efforts and referrals to Departnent of
Justice will be neasured fromthe dates on which the
deferment, grace, or appeal periods end.
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o] Turn over delinquent debts (after conpleting due
diligence activities) to a private collection agency,
except where alternative collection efforts are
likely to be nore successful (e.g., debts owed by
enpl oyees where salary offset can be used,
where the need for litigation is apparent, or where
there is no possibility of collection).

o] Ordinarily, any debt which the collection agency is
unable to collect should be returned to the
appl i cabl e OPDI V/ conponent finance office after six

(6) nonths.

o] Al l owi ng four (4) nonths for the finance office's own
due diligence efforts and six (6) nmonths for the
collection agency will permt conmpletion of
adm ni strative collection efforts in about ten (10)
months following the initial billing date. That

shoul d | eave nore than enough tinme to conplete the
del i nquent debt process (as di scussed bel ow) and,
where appropriate, refer adm nistratively
uncol l ectible debts to the Departnent of Justice
within one year.

2. Conpl ete the delinquent debt process by referring
adm ni stratively uncollectible debts to the appropriate
OPDI V/ conponent clainms official within one (1) nonth after
ceasing admi nistrative collection efforts (i.e., within
one (1) nonth after the collection agency returns
del i nquent debts or it otherw se appears unlikely that
adm ni strative collection efforts will be successful).

Al t hough OPDI V/ conponent finance offices are required to
t ake persistent and aggressive actions to collect al
debts, those efforts may not be successful in sonme cases.

If the OPDI V/ conponent finance office is unable to collect
a debt or bring a debt into current repaynment status under
an installment arrangement, one of the follow ng actions
nmust be taken in accordance with section 10-41-70 of this
chapter and the del egated authority described therein

(unl ess the debt was referred to a collection agency which
has not yet conpleted its collection efforts):
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a. Conpromi se the debt (i.e., settle for less than the
full amount due by nutual agreenent between the
debtor and the creditor).

b. Suspend col |l ection efforts tenporarily as agreed to
by the governnent and the debtor.

C. Term nate collection efforts and wite off the debt.

d. Refer the debt to the Department of Justice (DQJ) for
litigation or other appropriate action. In this

event, the cognizant OPDI V/ conponent finance office
nmust send a final demand letter to the debtor

i ndi cating that the debt will be referred to the DQJ
if payment is not received (see Exhibit 10-41-C).

l. Exclusion of Debts Arising under the Social Security Act. The
FCCA does not override other laws or their inplenenting
regul ati ons, which may apply to certain types of debts or
progranms. Excluded are debts owed by entitlenment program
beneficiaries under Titles Il (Federal O d-Age Survivors, and
Disability Insurance Benefits), XVI (Supplenental Security
Incone), and XVIII (Medicare) of the Social Security Act.
Managenent of these debts is covered under the Social Security
Act and under conmmon | aw.

J. Statute of Limtations for Filing Suit. The Federal statute of
limtations will normally bar filing suit 6 years after the
cause of action accrues. It starts running again with every

paynment on account or witten acknow edgenment of the debt signed
by the debtor. Tinme does not count so |long as the debtor is
outside the United States, its territories and possessions, the
District of Colunmbia, or the Cormpnweal th of Puerto Rico or
while the debtor is exenpt fromlegal process (28 U S.C. 2415,
2416). However, OPDI V/ conponents should consult with
appropriate CGeneral Counsel staff to determ ne the specific
requi rements applicable to a given debt or type of debt since
there are a nunber of variations and exceptions.
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10-41-50 RESPONSI BI LI TI ES AND REQUI REMENTS TO COVPROM SE,
SUSPEND, OR TERM NATE COLLECTI ON OF CLAI M5

A Del egation of Authority. Title 31 U S.C. Sec. 3711(a)(2)
aut hori zes the Secretary to conpronmi se, suspend, or end
collection action on a claimof $20,000 or |ess (excluding
interest) that has not been referred to another executive or
| egi sl ati ve agency for further collection action. The
Comptroll er General has this sanme authority when cl ai ns have
been referred to it for further collection action.
Additionally, only the Conptroller General may conpronise a
claimarising froman excepti on made by the General Accounting
Ofice.

1. The Secretary del egated the authority to conprom se,
suspend, or termnate clains to the Departnent C ains
Oficer, the Director, Business and Adm ni strative Law
Division, Ofice of the General Counsel and to the
Commi ssi oner, Social Security Adm nistration and the
Adm ni strator, Health Care Fi nancing Adm ni strati on.

2. This authority delegated to the Departnent Clainms O ficer
was redel egated to the follow ng officials:

Director, Litigation and C ains Branch, Ofice
of the General Counsel, and the
Assi stant Secretary for Health

3. Pursuant to the sanme authority, specific redel egation
dated July 4, 1979 was al so given for the conprom se,
term nation, or suspension of clainms up to $800 to the
followi ng officials:

Assi stant Secretary for Managenent and Budget
Assi stant Secretary for Personnel Adm nistration
Assi stant Secretary for Human Devel opnent
Servi ces
Assi stant Secretary for Health
I nspect or Gener al
Director, Ofice for Cvil Rights
Director, Ofice of Child Support Enforcenent
Director, Division of Public Health Service
C ai s
Caims Oficer, Fam |y Support Adm nistration
Clains Oficer, Social Security Adm nistration
Clains Oficer, Health Care Financing
Adm ni stration
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B. Gener al Procedures.

1. When the cogni zant OPDI V' s/ conponent's finance office has
exhausted all the collection efforts described in this
chapter and has been unable to collect a debt or work out
an installment repaynment agreenent within ten (10) nonths

fromthe initial billing date (or less if it is evident
t hat anot her paynment demand woul d be futile), the finance
office will refer the debt to the conponent's clains

collection officer along with a recomrendation to either
suspend collection efforts, conprom se the anmount of the
debt, term nate collection action, or forward the case to
the Departnental Clains Oficer or the Departnent of
Justi ce.

2. The OPDIV clains officer is responsible for the
suspensi on, conprom se, or term nation of clains exceeding
the del egated authority of its conponent clains collection
officers and for referrals to the Departnent of Justice
for litigation. The conponent's recommendation to the
OPDIV claims officer shall be accompanied by a summary of
the anpbunt of and basis for the debt, the efforts made to
coll ect the debt, and the basis for the recomrendati on
(with supporting docunentation, if appropriate) consistent
with the provisions bel ow

a. If the amount of the debt is such that the
conponent's clains officer has the del egated
authority to take final action on the reconmendati on
(for anpbunts of $800 or |ess), he/she shall pronptly
ei ther:

o] Issue a witten determ nati on approving or
di sapproving the recomendati on and send a copy
to the finance office, or

0 Return the case to the finance office with a
menor andum expl ai ni ng the need for additiona
docunentation or collection efforts.

b. If the amount of the debt exceeds the del egated
authority of the conponent's clains officer (and in
all cases where the recommendation is to forward the
case to the Departnent of Justice for litigation),
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C.

the recommendati on, along with appropriate
docunentation, shall be sent to the OPD V cl ai ns
officer for appropriate action.

C. Clainms for amounts |ess than $600 will not be
referred to the Departnment of Justice for disposition
unl ess the case is precedent setting or involves
fraud or unusually critical issues.

When adm nistratively uncollectible debts are referred to
the OPDIV's clains officer, he/she shall pronptly take one
of the follow ng actions.

a. Issue a witten determ nati on approving the
conponent's recomrendati on to suspend col |l ection
efforts, conprom se the anount of the debt, or
term nate collection action if the anount of the debt
is $20,000 or less. A copy of the determ nation
shall be sent pronptly to the cogni zant comnponent.

b. Forward the case to the Departnment of Justice in
accordance with applicabl e GAQ Departnment of Justice
gui delines if:

0 The anpunt of the debt exceeds $20, 000 and the
recomendation is made to conproni se, suspend or
term nate collection efforts,

0 The statute of limtations is about to expire,
or
o] Litigation to collect the debt is recommended.

The OPDIV clains officer shall pronptly notify the
cogni zant conponent of the referral.

Conprom se of Debt Cd ains.

1.

If the cognizant OPDI V/ conponent clains officer determ nes
that collection in full is unlikely after exhausting al
collection efforts described in this chapter and al
remedi es avail abl e under specific programlegislation and
regul ation, an effort may be made to settle the case by
conpromi se in accordance with the criteria set forth bel ow
(subject to the limts on delegated authority for that

pur pose).
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a. The conprom se of debt clainms as discussed in this
chapter refers to the settlenent of a debt for |ess
than the full anmount determined to be due and payabl e
under applicable |egislation, regulations, and/or
written agreenent.

b. Conpromnmi se of debt clains does not refer to
negotiations with debtors that are conducted prior to
establ i shing accounts receivable for the purpose of
determ ning the anmounts actually owed.

2. OPDI V/ conponent clains officers may conprom se debts
within the limts of their witten delegated authority if
the full anmount cannot be coll ected.

a. Cl ains may be conprom sed when

(1) The full amount cannot be collected within a
reasonabl e period of tinme by enforced collection
proceedi ngs because the debtor cannot or wl|
not pay the full anmount, taking into account one
or nmore of the follow ng factors:

0 age and health of debtor;

o] present and potential inconme;

o] i nheritance prospects;

0 conceal nent or transfer of assets;

o] availability and value of collateral and

ot her assets through sale or litigation;

o] exenptions avail able to debtor under state
or Federal | aw

o] availability of assets or incone. |If the
file does not contain up-to-date credit
i nformati on (not nmore than 3 nont hs ol d)
as a basis for evaluating a conprom se
proposal, it should be obtained from such
sources as credit bureaus, a verified
statenent fromthe individual debtor, and,
in the case of a corporate debtor, bal ance
sheets and profit and | oss statenents; and
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(2)

(3)

o] risks in litigation in relation to size of
debt, such as difficulty in proving the
case in court because of dispute as to
facts or |legal issues, availability of
W t nesses, or litigation costs.

There is a bona fide dispute as to the facts or
the law. The anmount accepted in conprom se
should fairly reflect the probability of full or
partial recovery in the event of litigation
based upon expected testinony of w tnesses, the
adequacy of evidence supporting the claimand

ot her practical considerations.

The cost of further collection efforts or
litigation is likely to exceed the difference
bet ween the proposed conpronm se anmount and the
full amount of the claim This criterion
carries greater weight for small clains.

b. I nstal | mrent paynents of a conmprom sed anobunt shal
be di scour aged. However, if the facts of the case
i ndicate that an installnment arrangenent is necessary
to collect the conprom sed anmobunt, the conpromn se
agreement shall provide in witing that on default,
t he anbunt of the debt, with accrued interest,
penalty, and admi nistrative cost charges, |ess
paynents made, shall becone due and payabl e.

(1)

(2)

I nstal | mrent paynents should be | arge enough and
made frequently enough to liquidate the claimin
not nore than 3 years.

Before install ment paynents are agreed to by the
cogni zant OPDI V/ conponent official, a current
credit report (not nore than 3 nonths ol d) shal
be obtai ned and a determ nation shall be nade
regarding the ability of the debtor to make the
necessary installment paynents.
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(3) Interest penalties and adm nistrative costs must
be charged in accordance with this chapter.

(4) Security shall be obtained for the install nent
debt where possible.

In the case of joint and several debtor liability for
a debt, a conprom se with one debtor shall neither
rel ease the remaining debtors nor determ ne the
anount required fromthe other debtors jointly and
severally liable on the claim

Suspensi on of Coll ection Actions.

1.

Collection efforts may be suspended tenporarily by clains
officials who have witten del egated authority to do so,
under the follow ng conditions:

a.

If the debtor is missing and cannot be | ocated after
diligent efforts to | ocate m ssing debtors, and
there are reasons to believe that future collection
action may be sufficiently productive to justify
periodic review and action on the claim

(1) The Federal statute of l[imtations will normally
bar filing suit six (6) years after the cause of
action accrues. It starts running again with

every paynment on an account or witten

acknow edgenent of the debt signed by the
debtor. Tine does not count so long as the
debtor is outside the United States, its
territories and posses- sions, the District of
Col unbi a, or the Commpnweal th of Puerto Rico or
whil e the debtor is exenpt fromlegal process
(28 U.S.C. 2415, 2416). However, OPDI VS/
conponents should consult with the appropriate
CGeneral Counsel staff to determine the specific
requi rements applicable to a given debt or type
of debt since there are a nunmber of variations
and excepti ons.

(2) Even in those cases where a debtor cannot be
| ocated, action shall be taken to: (1) liquidate
security; (2) enter judgnent on a confess-
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judgnment note; and (3) to the extent authorized,
set off the delinquent debt agai nst noney owed
the debtor -- notwi th- standing the statute of
limtations -- in accordance with applicable
Federal Clainms Collection Standards and the HHS
clains collection regulation.

b. If the debtor has no current ability to pay, and at
| east one of the follow ng conditions exists:

(1) future prospects for recovery are favorable and
there is no statutory bar; future offset is
possi bl e;

(2) the debtor agrees to pay interest during the
peri od of suspension; or

(3) the debtor is seeking a waiver or admnistrative
review of the debt under a statute that
prohibits collecting the debt prior to
considering the debtor's request for the waiver
or administrative review (see 4 CFR 104.2(c)).

Wherever feasible, witten acknow edgenent of
the debt, a partial paynment, or a judgnent
shoul d be obtained to forestall application of
the statute of limtations.

(4) the debtor cannot be | ocated.

A system nust be devel oped and mai ntai ned by the cogni zant
OPDI V/ conponent finance office to ensure that suspended
clains will be reviewed periodically, and that appropriate
action is taken either to continue collection efforts,
litigate, or wite off the claim

Term nation of Collection Actions.

1.

Term nati on neans that no further collection efforts are
undertaken and that the debt is witten off as
uncol I ecti bl e, under the provisions of the Federal C ains
Col l ection Act, the Federal Clainms Collection Standards
and the HHS clains collection regulation. Clains officials
may term nate collection action on debts within the limts
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of their witten delegation of authority when they
determ ne that such debts are uncollectible because one or
more of the following conditions is present:

a.

h.

The governnment cannot collect or enforce collection
of any significant sumfromthe debtor and will not
in the future be able to collect fromthe debtor
taking into account any unliquidated security, the
judicial renedies available, the debtor's future
prospects, and the debtor's exenptions under state
and Federal |law. The factors to be considered in
determning inability to pay include:

(1) age and health of the debtor, inheritance
prospects,

(2) present and potential incone or assets,

(3) possibility of conceal ed, or

(4) or illegally transferred assets.

A col l ection agency has been unable to collect the
debt and has returned it with sufficient
docunentation to denonstrate that the debt is
uncol | ecti bl e.

The debt is discharged in bankruptcy.

The debtor is deceased and has |left no estate.

The corporate debtor has been dissolved and there are
no corporate assets or security and whereabouts of

the officers and directors are unknown.

There is a statutory bar and prospects for offset are
renot e.

Cost of collecting will exceed recovery.
The claimis legally without nerit.

The cl ai m cannot be substanti ated by evi dence.

Budgetary treatnment of wite-offs is discussed in Exhibit
10-41-T.
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Docunent ati on of Conprom se, Suspension and Term nation Actions.
OPDI V/ col l ection actions and the basis for conproni se,

term nation, or suspension of collection actions taken nust be
docunented in detail and retained in the appropriate claimfile.

Docunent ati on of Adninistratively Uncollectible Debt Clains to
Clainse Oficer.

1. If all attenpts to recover a debt in excess of $800 have
proven futile, the claimfile shall be sent be to the
OPDIV clains officer. Before referring the claim debtors
must have been provided all required due diligence and
given factually supportable witten
responses to any issues raised by the debtor regarding the
validity of the debt or any requests for waiver of the
debt pursuant to specific programregul ations.

2. Al'l pertinent docunments, including but not Iimted to the
applicable itens bel ow, should be placed chronol ogically
inaclaimfile for reference by the OPDIV clains officer.
Those docunents i ncl ude:

a. For debts that are expected to be referred to the
Departnment of Justice:

(1) Certificate of Indebtedness (see paragraph
10-41-50G 4. bel ow).

(2) Clains Collection Litigation Report and
associ ated Justice Departnment letters (see
par agraph 10-41-50G 5. bel ow).

(3) Statenent of Facts (see paragraph 10-41-50G 6.

bel ow) .
b. Assi stance application or contract proposal, etc.
C. Agreenent or contract signed by the debtor or other
evi dence whi ch establishes the basis for the debt
owed.
d. Basis for conputation of the debt (including, if

appropriate for grant-related debts, copies of
Fi nanci al Status Reports).
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e. For audit or program di sall owance cases:

(1) a copy of the original audit report establishing
t he di sall owance and revised Audit Cl earance
Documents (ACD s) and disall owance letters, and

(2) where corporate dissolution is alleged,
verification of corporate status fromthe
Secretary of State and/or information regarding
any of its successors in interest.

f. Document ati on of all pertinent actions taken by the
conponent to collect the debt, including demand
letters and all correspondence to and fromthe debtor
or the debtor's representative.

g. Where appropriate, correspondence concerning prior
approval requests and/or evidence that the appeals
process and ot her admi nistrative review processes
have been exhaust ed.

h. Evi dence of debtor's current financial status.

i. For debts that are not expected to be referred to the
Departnent of Justice, the claimfile should be
forwarded to the OPDIV claimofficer, with a covering
menor andum whi ch cont ai ns:

(1) A concise statement of the facts and
circunmst ances of the debt, how it rose, how it
was conmputed, and the date it becane due.

(2) Citations to and copies of (as necessary) al
applicable | aws, regul ati ons, and procedures
pertinent to the debt.

(3) A reconmmendation regarding the action to be
taken by the claimofficer, e.g., term - nation,
suspensi on, or conpron se.

In order to legally enforce collection of a debt, there
must be information in the claimfile regarding the
current financial status of the debtor. Ceneral ly, the
Departnment of Justice will not litigate any debt, however
valid, if there is only a renmpte opportunity to collect

t he judgnment obtai ned against the debtor. Such
information is al so necessary to support any conpromni se,
suspension, or term nation action.
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Accordi ngly, each uncollected claimfile nust have current
(within 6 nonths) financial information about the debtor's
i ncome, personal liabilities and assets.

a. Current financial information can be obtained from an
i ndi vi dual debtor by requesting conpletion of a
Fi nanci al Statenent simlar to the one used by the
Departnment of Justice (see Exhibit 10-41-D)

b. In addition, the claimfile nust include a current
credit report (not nore than 6 nonths old) on the
debt or and audited bal ance sheets of corporations or
agency investigative reports. Credit reports shal
be obtai ned fromone of the credit bureaus included
in the | atest GSA Federal Supply Schedul e.

4. A Certificate of Indebtedness nust be prepared for each
adm ni stratively uncol |l ectible debt case being referred to
the Departnment of Justice. This certificate nust be
signed by an appropriate program official who has persona
know edge of the facts of the case. The official
certifies to the basis of the debt, the gross anpunt owed,
any credit applied, applicable interest rate, exact
bal ance owed and how it was conputed, and the statutory
authority under which the paynent was nade and is
recover abl e.

a. The preparation of this certificate is essenti al
before the U. S. Attorney will initiate any civil
action against the debtor. It serves a dual purpose:

(1) The U.S. Attorney notifies the debtor of the
debt by mailing this certificate with a covering
letter advising that failure to respond will
result in civil action.

(2) If the debtor does not respond, this certificate
is then used as a | egal docunment to prove the
validity of the debt to the satisfaction of the
Feder al judge.

(3) (A sanmple Certificate of Indebtedness is shown
in Exhibit 10-41-E and should be nodified for
i ndi vi dual program needs.)



HHS Chapter 10-41 Page 46
Departnental Accounting Manua
HHS Transmittal 88.8 (9/30/88)

b. The certificate should not include the <collection
efforts made or the debtor's responses. Such
i nformati on shoul d be contai ned el sewhere in the
file, such as in the narrative report and the
checklist of collection actions taken.

5. The Departnent of Justice with the support and cooperation
of the GAO, has devel oped a standard Cl ains Collection
Litigation Report (CCLR) as well as a "short fornt CCLR
for use in the referral of debt clains to the Departnent
of Justice. The standard CCLR shall be used for
referring debts which exceed $5,000 and the short form
shall be used for referring debts of $5,000 or |ess.

a. A CCLR shall be prepared and transmtted, within 11
nmont hs after the date on which the debt became
delinquent, to the OPDIV clains officer. The other
itens listed in section 10-41-50G 2 above shall be
transmtted along with the CCLR

b. The CCLR requires that the cognizant OPDIV identify
an individual who will be responsible for answering
guestions or resolving problens that may arise
concerning the claim Wth respect to the debts
referred to the Departnment of Justice, the
i ndi vi dual shoul d be responsible for adm nistering
the prograns or activities giving rise to the debt,
and nust be know edgeabl e about the history, facts
and details of the claim The enpl oyee's nane,
title, conplete mailing address, and FTS tel ephone
nunber must be given.

C. Copi es of both the standard and short form of t he
CCLR as well as detailed information and instructions
may be obtained fromthe OPDIV clainms officer.

6. Clains referred to Justice require a statenent of facts
that should fully describe the debt, any conputations used
to derive it and the circunstances around it in a short
paragraph form The statenent of facts identifies the
debtor; his/her relationship to the Governnment, i.e.

i ndi vi dual , grantee, contractor, etc.; the exact anount of
debt (when the total debt is conprised of nore than one
part each part is to be separately identified) along with
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the appropriate citations to statutes, regul ations,
contracts, vouchers and checks; how t he debt was

di scovered; the actions(s) taken to collect or conprom se
the debt, dates and anbunts of any partial paynents and
any reaction(s), reasons for nonpaynent on the part of the
debtor. The statenent of facts is in effect a short

t hough conci se historical abstract of the claimto date in
chronol ogi cal order. Full and conplete case docunentation
supporting the Statenent of Facts will be in the
docunented file. This includes copies of correspondence
(other than the demand |l etters) between the debtor and the
RCC concerning the debt and copi es of docunents which
establish the Governnment's position on any issue raised by
t he debtor.

7. The OPDIV clains officer will thoroughly review the claim
file upon receipt to determine that all the required
coll ection actions have been taken and that the debt has
been properly docunented to support either |egal action or
adm ni strative di sposition.

a. In appropriate cases, the OPDIV Clains Oficer wll
attenpt to obtain paynent fromthe debtor

b. Shoul d there be any deficiencies in the docunentation
of the claim additional information will be
requested and/or the claimw || be returned for

further evidence.

C. The OPDIV clains officer will nmake a determ nation
regarding the adm nistrative disposition of the debt
cl ai m pursuant to his/her authorized del egati on and
t he standards of the Federal C ains Collection Act or
refer it to the appropriate U . S. Attorney's Ofice
for the institution of a civil action against the
debt or.

8. The OPDIV clains officer will:
a. Refer to the Departnment of Justice any debt claim
(1) in excess of $20,000 which has no potential for
collection through further admnistrative or

| egal action, with a reconmendati on to suspend,
term nate, or conprom se.
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(2) which the OPDI V/ conponent has been unable to
coll ect, suspend, or term nate after aggressive
efforts have been taken as discussed in this
chapter, but which are potentially collectible
t hrough | egal action.

b. Retain all records on the referred claimuntil the
case i s cl osed.

C. Make such referrals within 12 nonths after the
initial billing date unless there are conpelling
reasons to delay the referral (such as where
collection efforts were tenporarily suspended and
then resuned w t hout success).

H. Wite-off and C ose Qut Procedures.

1.

The cogni zant OPDI V/ conponent finance office shal
pronptly identify and renmove uncoll ectible accounts from
receivables. Tinely wite-offs will inprove accounting
for the costs of progranms, and will all ow managenent to
focus efforts on accounts nost likely to be collected.
Accounts shall be witten-off when:

a. Col |l ection action has been term nated; or

b. A judgnment has been obtained and has failed to
produce full or partial collection. However, the
failure of a crimnal judgnent to result in repaynment
does not prevent an agency from pursuing civil or
adm ni strative collection actions.

Witten-of f accounts shall be closed, and the debtor's
account | edgers renoved from active agency files.
Appropriate adjustnents shall be made in the all owance for
uncol | ecti bl e accounts.

Despite wite-off, cognizant OPDI V/ conponent finance

of fices should maintain subsidiary records of individua
accounts if it appears that the debts may be collected

subsequently by offset against future benefit clains or
ot her neans.

Amounts that are both discharged and witten-off shall be
recorded with debtor identifying information in an IRS
referral |og, accunul ated for the cal endar year, and
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forwarded to the IRS in January of the follow ng year on
I RS Form 1099 G

a.

Under the Internal Revenue code, Section 61(a)(12),
i ncome fromthe discharge of indebtedness is to be
included in the gross incone of a taxpayer.

In general, income fromthe discharge of indebtedness
arises in the year in which an obligation is forgiven
or satisfied at less than its face val ue.

The debt nust neet all of the following criteria:

(1) Be covered by the Federal Cains Collection Act
of 1966, as anended (see Section 1-5-110 of this
manual ) ;

(2) Be owed by an individual, a partnership, or a
sol e proprietorship;

(3) Total $600 or nore, excluding interest;

(4) Not be in dispute or discharged in a Title Xl
bankruptcy case; and

(5) Be no longer collectible because the tinme limt
in the applicable statute for enforcing
collection expired during the year, or sonme form
of formal conprom se agreenent was reached under
whi ch the debtor was |l egally discharged of al
or a portion of the obligation.

Thi s requi rement does not apply to debts discharged
in return for service. Further, any award or
portion thereof, which constituted taxable inconme to
the recipient when originally made, shall not be
subject to these provisions.

The amount of di scharged i ndebtedness to be reported
in section 5 of Form 1099 G is the principal balance
of the indebtedness, excluding interest penalties or
adm ni strative costs, which became uncol |l ectible
during the cal endar year imredi ately preceding the
reporting date.
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5. OPDI V/ conponent finance offices shall reinstitute
collection action on closed-out accounts if there is
subsequent evidence that a debtor has new ability to

repay.

6. The accounting records must reflect as accurately as
possi bl e the value of the accounts and | oans receivable
that are expected to be collected. The records will show

t he sum of the individual accounts under collection with
an offsetting all owance to provide for those accounts
whi ch may not be collected in the future.

Since it is not practical to separately eval uate each
account an estimated bl anket all owance nust be established
for each type of receivable (account receivable, |oan,
accrued interest). Various factors nust be considered in
calculating the all owance (1) the doubtful accounts based
upon the aging process (2) statistics on past experience
of various types of progranms (3) volune of new accounts
being estimated (4) future trends of credit conditions
(5) losses that may occur because of new | aws or

adm ni strative decisions, etc.

The al |l owance for | oss calculation will be recorded each
accounting period so that a charge to expense for the
potential bad debts is effected in the period the loss is
incurred rather than in the period the debt is determ ned
to be uncollectible. Wen a determnation is nade that an
account is uncol l ecti bl e the account or | oan receivable
is witten off and the all owance for |l oss is reduced.

At | east annually each all owance account nust be anal yzed
to see if the balances reflects the best estimate of the
anounts which may not be coll ected. If there is

evi dence that the bal ances are either inadequate or
excessive, a correction is in order

The expense for the bad debt may be funded based upon the
periodic entry to establish the allowance for | oss or at
the time the debt is witten off.
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l. Excl usi ons and Excepti ons.

1. The Federal Cains Collection Act does not pertain to the
processi ng of:

a. Any debt claimin which there is an indication of
fraud or misrepresentation or which is based, in
whol e or in part, or violation of the Federal
antitrust laws. The Department of Justice al one has
the authority to conprom se, suspend, or term nate
collection efforts for these types of clains. Any
such claimshould inmediately be forwarded to the
appropriate clains official with a covering report
summari zi ng the essential facts and evi dence which
support a finding of fraud, m srepresentation, or
antitrust violation.

b. Any claimarising froman excepti on nmade by the GAO
in the account of an accountable officer, including a
cl ai m agai nst the payee. GAO will
provi de gui dance in such cases. Only the Conptroller
CGeneral or his designee may conprom se such cl ai ns.

2. The Federal Cains Collection Act and inpl enenting
regul ati ons preclude a Federal agency from subdi vi di ng
clainms to avoid the nonetary ceilings discussed in this
chapt er.

3. The provisions of this chapter are directed primarily at
recovering noney on behalf of the United States, and
ci rcunstances for disposing of government clains at |ess
than their full amount. Nothing contained in this chapter
is intended, however, to deter an OPDIV/ component from
demandi ng the return of specific property or from
demandi ng, in the alternative, either the return of the
property or the paynment of its value.

4. The Federal Cains Collection Act and inpl enenting
regul ati ons do not preclude a Federal agency from

a. Di sposi ng of any debt pursuant to the provisions of
statutes or regulations other than the Federal C ains
Act . For exanpl e, under the National Health Service
Corps Schol arship program an obligation or
i ndebt edness may be waived or suspended for the
reasons listed in its inplenenting regulations
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(42 CFR 62.12). If a Federal agency exercises such
authority in regard to a particular debt within its
jurisdiction, the debt no | onger exists and the
Federal C ains Collection Act is not applicable.

b. Usi ng any ot her avail able adm nistrative option that
may be permitted under contract or law to recover the
debt, such as bringing a claimfor the return of
specific property.

10-41-60 DI SCLOSURE OF DEBTOR | NFORMATI ON TO THI RD PARTI ES -

A

PRI VACY ACT CONSI DERATI ONS

General. The Preanble to the Debt Collection Act of 1982 (P.L.
97-365), which anended the Federal C ainms Collection Act of
1966, clearly states congressional intent "to increase the
efficiency of government-wi de efforts to collect debts owed the
United States and to provide additional procedures for the
collection of debts owed the United States."” Anong the
"addi ti onal procedures"” are those which authorize agencies to

di scl ose the names, debt information, and (in certain instances)
t he addresses of individuals fromagency systens of records.

In order to facilitate this kind of disclosure and pronote the
use of debt collection techniques commonly used by the private
sector, the Debt Collection Act contains provisions which
directly affect the Privacy Act of 1974. The Privacy Act is the
primary statute controlling disclosures and use of Federal

i nformati on about i ndividuals.

This section discusses the disclosures of debtor information
fromsystens of records to third parties and specifies the
Privacy Act requirenments which nust be net prior to making those
di scl osures. Requirenents in disclosing | RS-obtained taxpayer
mai | i ng addresses to third parties are specifically addressed.

Rel ati onship of Privacy Act to Debt Collection Activities. The
Privacy Act (P.L. 93-579) was enacted to safeguard individua
privacy fromthe m suse of Federal records and to provide that

i ndi vi dual s be granted access to records concerning them which
are mai ntai ned by Federal agencies.
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1. 5 U S. C Section 552a(b), as enacted by the Privacy Act
and amended by the Debt Collection Act, contains the
follow ng twelve (12) provisions under which
agenci es coul d di sclose personal information from systens
of records without the prior witten consent or request
of the subject individual:

a. To other persons in the Department who have a need to
know in the performance of their duties;

b. Where required under the Freedom of Information Act;

C. For a routine use (third-party disclosure);

d. To the Bureau of Census for statutory purposes;

e. For statistical purposes if no identifiable personal

information is transmtted;

f. To the National Archives in case of historical val ue
of records;

g. To anot her Federal, State, or |ocal agency for a
civil or crimnal |aw enforcenent activity;

h. Under a show ng of compelling circunstances affecting
the health or safety of an individual, with
notification of disclosure sent to the | ast known
address of the subject individual;

i To either House of Congress or to its commttees;

j- To the General Accounting O fice in the performance
of its duties; and

k. When ordered by a court of conpetent jurisdiction.

l. To a consuner reporting agency in accordance with
section 3(d) of the Federal C ains Collection Act of
1966 (31 U.S.C. 3711 (f) "to encourage repaynment of
an overdue debt."
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Except for the above explicit disclosure provisions, no
Federal agency is permtted to disclose for any purpose
any record which is contained in a system of records

wi thout either the prior witten consent of the subject

i ndi vi dual or prior agency publication of a "routine use"
noti ce and opportunity for public comment on the notice.

The Debt Collection Act also contains a statutory
authority to satisfy the conditions under the Privacy Act,
5 U S C 552a(b)(3) ("routine use" disclosures) permtting
di scl osures of taxpayer mailing addresses to debt

coll ection agencies, as well as disclosures of debt or
information to effect administrative or salary offsets.

Any di sclosure of information froma system of records
under a routine use not previously published requires the
publication of a new routine use notice in the Federal
Regi ster for a 30-day public comment period. The initial
noti ce covers all subsequent disclosures under the routine
use and no further publication is required unless
revisions to the system notice are made. The Depart nent
mai ntains a central system of records for paynents to and
collection fromindividuals maintained in all OPDIV and
conmponent accounting systenms. This system of records is
publ i shed as 09-90-0024. Each OPDI V/ conponent that has
establ i shed other systens of records in support of debt
collection action nust submt for publication in the
Federal Register its own routine use notices to neet
this requirenent.

C. Di scl osure of I RS Taxpayer Mailing Addresses to Third Parties.

1.

Routi ne Use Di scl osures.

Section 8 of the Debt Collection Act anended section 6103
of the Internal Revenue Code of 1954 to permt the
Secretary of the Treasury to disclose the mailing address
of a taxpayer for use by officers, enployees, or agents
of a Federal agency for purposes of |ocating such taxpayer
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to collect or conprom se a Federal claimagainst the
taxpayer in accordance with section 3 of the Federal
Clainms Collection Act of 1966 and in order to have a
credit report prepared.

2. Restrictions on Use and Redi scl osure.

Under these provisions, OPDIVs may disclose a record from
the systemto request a nmailing address fromthe IRS. The
I RS may di scl ose such mailing addresses to the requesting
OPDI Vs who in turn can disclose the addresses to clains
personnel in their effort to collect debts and to credit
reporting agencies only for the purpose of obtaining a
comrercial credit report. Oher transfers of addresses
fromthe IRS are prohibited.

3. Saf equard Provi si ons.

To ensure that Federal agencies and their agents do not
m suse addresses obtained fromIRS, the Debt Coll ection
Act further anmends section 6103 of the Internal Revenue
Code of 1954 to make the safeguards provision of that
section apply to these recipients as well. The effect of
this provision is to nake applicable the penalty

provi sions of the Internal Revenue Code, 26 U.S. C.
7213(a)(1).

These provisions require that "Any violation . . . shal

be a fel ony punishabl e upon conviction by a fine in any
amount not exceedi ng $5, 000, or inprisonnent of not nore
than 5 years, or both, together with the costs of
prosecution, and if such offense is commtted by any

of ficer or enployee of the United States, he shall, in
addition to any other punishnent, be disnm ssed fromoffice
or di scharged from enpl oynent upon conviction for such

of fense. "
D. O her Disclosures Requiring Privacy Act Routine Use Notices.
1. Obtaining Credit Reports from Credit Bureaus.

OMB Circular A-129 requires that Federal agencies
establish procedures for using credit reports, where
appropriate, as part of the decision making process when
awar di ng a | oan, |oan guarantee, contract, or grant. In
order to obtain these credit reports, certain information
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such as nane, address, and Social Security nunber (or

enpl oyer identification nunber for commercial entities) of
the potential recipient nust be provided to the credit
reporting agency.

2. Obtain Delinquent Tax Information fromthe I RS

When an individual applies for a | oan under a | oan
program for which OVB has nade I RC 6103 (1)(3)

determ nation, OPDI Vs may request Treasury to disclose IRS
informati on as to whether the | oan applicant has a
del i nquent tax account for the sole purpose of determ ning
the applicant's creditworthiness.

3. Use of Commercial Collection Agencies.

The Debt Collection Act provides authority for a Federal
agency to enter into a contract with a comrerci al

coll ection agency for collection services to recover debts
owed to the Federal governnent. Disclosures to debt
col l ection agencies under 31 USC 3718 or under conmmon | aw
are limted to address, SSN, anmpunt, status, and history
of the clains.

4. Salary or Adm nistrative Ofsets.

Sections 5 and 10 of the Debt Collection Act authorize
salary and adm nistrative offsets, respectively. These
of fsets are made agai nst other ampunts which are payable
to the debtor fromthe Federal government. Ofsets

agai nst debts owed to OPDI V/ conponent by individuals,

whi ch are made from anmbunts payable to the debtors by a
Federal agency other than that OPD V/ conponent, involve
di scl osure of information concerning those individuals.

5. Ski p Traci ng.

During the course of efforts to |ocate an individual
debtor, i.e., skip tracing, it my be necessary to

di scl ose the debtor's nanme and former address to parties
out si de the OPDI V/ conponent such as professiona

organi zations, alummi associations, and state and | ocal
governnental units, including notor vehicle bureaus.

Di scl osure to other Federal or quasi-Federal governnenta
units, such as to the U S. Postal Service may al so be
made.
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a. I n maki ng di scl osures from systens of records for
pur poses of skip tracing, OPDI V/conponents shall not
di vul ge the purpose for requesting a current address.
However, a statement to the effect that the request
i nvol ves a matter pending before the OPD V/ conponent
may be given.

M scel | aneous O her Di scl osures.

Par agraphs D.1. through D.5. above have identified a
nunber of specific disclosures which require prior Privacy
Act routine use notices. This list is not all-inclusive.
There are additional situations, such as conputer matches
of debtors against Federal payroll records, in which

i nformati on on individuals will be disclosed fromsystens
of record to third parties outside HHS. Generally,
appropriate Privacy Act routine use notices nust be
publ i shed before such di sclosures are nade.

The appropriate OPDI V/ conponent Privacy Act Coordinator,

t he DASF Privacy Act Coordinator for central system of
records 09-09-0024, or the HHS Privacy Act O ficer should
be consulted for assistance.

E. Accounting for Disclosures

1.

Under 5 U. S.C. 552a(c) (Privacy Act), whenever a OPDIV/
conponent di scloses individually identified information
froma systemof records to a third party outside HHS
(except for disclosures pursuant to the Freedom of
Information Act and disclosures to third parties with the
written consent of the subject individuals), the
responsi bl e system manager or his/her designee nust keep
an accurate accounting of the recipient, date, nature, and
pur pose of each such discl osure.

The OPDI V/ conponent shall use the docunentation to:

a. Informindividuals of disclosures made from records
about thensel ves.

b. Notify prior recipients of a record when any
anendments of, corrections to, or statements of
di sagreement with the record are nade, to the extent
that the correction, anendnent, or statenent of
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F

di sagreenment pertains to the information previously
di scl osed.

C. Provide an audit trail for management review of
conpliance both with the statutory limtations on
di sclosures and with the requirement to notify prior
record recipients of subsequent corrections and/or
statenments of disagreenents

3. The accounting files nust be kept for 5 years fromthe
date of the npbst recent disclosure or for the life of the
record, whichever is |onger.

The "life of the record" is the entire retention period
aut hori zed by the Archivist of the United states,
regardl ess of the possibility that the OPD V/ conponent may
retire the records to a Federal records center for

st or age.

Addi ti onal Guidance on Privacy Act. Guidance on inplenentation
of Privacy Act requirenments is contained in the HHS Genera

Adm ni strati on Manual, Part 45. This part provides specific
gui dance on the basic requirenents of the Privacy Act, creating
new systens of records and adding routine uses, collecting
personally identifiable information, and accounting for

di scl osures. The nost relevant Chapter is 45-10.

10-41-70 CREDI T REPORTI NG AGENCI ES

A

Reporting Debts. The Debt Collection Act of 1982, P.L.

97- 365, authorized the release of information on delinquent
debts to private-sector credit reporting agencies, subject to
certain procedural requirenents. |nplenmenting guidance for this
authority is contained in Ofice of Managenent and Budget (OVB)
Circular A-129, and the Departnent's clainms collection

regul ation at 45 CFR Part 30. OWB Circular A-129 requires that:

1. The OPDI VS/ conponents will report overdue debts over $100
owed by individuals and all debts over $100 owed by
busi ness concerns and private non-profit organizations to
consumer or commercial credit reporting agencies.
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Overdue debts owed by individuals will be reported to
consunmer credit reporting agencies as defined in 31 U S C
3701(a)(3) pursuant to 5 U S.C. 552a(b)(12) and 31 U S.C
3711(f). The OPDI V/ conponent nust first give the

i ndi vi dual , but not the corporate debtor at |east 60 days
witten notice that the debt is overdue and will be
reported to a credit reporting agency (including the
specific information that will be disclosed); that the
debtor may di spute the accuracy and validity of the

i nformati on being disclosed; and, if a previous
opportunity was not provided, that the debtor may request
review of the debt or the scheduling of paynent. Only the
i ndi vi dual ' s nane, address and social security nunber, and
the nature, ampunt, status and history of the debt will be
di scl osed.

Unl ess specifically authorized by statute, regulation or
written agreenent, or unless the debts arise from or

i nvolve, fraud or crimnal activity, overdue debts arising
from paynments to beneficiaries under Titles Il, XVl and
XVIIl of the Social Security Act will not be reported to
credit reporting agencies. All other overdue debts of

i ndi vidual s which arise under the Social Security Act may
be reported to credit reporting agencies subject to the
conditions stated in paragraph 2 above except that such
di scl osure woul d be as a routine use under 5 U S C
552(b)(3), rather than a disclosure under 552a(b)(12).

B. Reporting Information to Credit Reporting Agenci es.

1.

Wth respect to consuner debts, the first step in the
referral process is for the OPDI V/conponent to notify
del i nquent debtors that information concerning their

accounts will be referred to credit reporting agencies.
The notice shall be included in the first bill or dermand
for paynent sent to the debtor after the debt becones
del i nquent and nust specify the information that will be
di scl osed, that the debt is overdue, and that the debt
will be reported to credit reporting agencies in no |ess

than 60 days fromthe date of the notice unless paynent is
received. The notice nust specify the principal anmount of
the debt and the right to appeal the accuracy and/or
validity of the debt during the 60-day period. |If



HHS Chapt er

10-41 Page 60

Departnental Accounting Manua

HHS Transm

ttal 88.8 (9/30/88)

delinquent interest is to be reported, the notice nust so
i ndi cate and nust specify the anmount accrued at the tine
of the notice as well as the rate at which future
interest will accrue and be reported.

The requirenment for 60 days' notice does not apply to the
referral of information concerning conmercial debts.

Al t hough there is no requirement to inform comerci al
debtors that information concerning their accounts will be
referred to credit reporting agencies, the OPDI V/ conponent
shoul d notify delinquent comercial debtors that

i nformati on concerning their accounts will be referred
within a certain period of tine (e.g., 30 days) unless
paynent is received. No witten notice is necessary with
respect to nondelinquent conmercial debts.

Debts of state and | ocal governments, Indian triba
governnents, other public institutions such as state
institutions of higher education, and state hospitals,
along with foreign debts, should not be reported.

Del i nquent debts of current Federal enployees will not
normally be reported since this type of debt can be
recovered through salary offset. However, where a current
Federal enployee has a | arge delinquent debt for which

sal ary offset alone would be inpractical, the delinquency
shoul d be reported (follow ng the required 60-day notice
as di scussed above).

Debts of $100 or less shall not be reported to credit
reporting agencies.

The amount, status and history of commrercial and
del i nquent consuner debts shall be reported to all credit
reporting agenci es covered by government-w de agreenents
whi ch handl e that particular type of debt.

The head of each OPDI V/ conponent or his/her designee shal
ensure that the follow ng requirenents have been net prior
to reporting delinquent consuner debts to credit reporting
agenci es.

a. The OPDI V/ conponent shall establish witten
procedures for:
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(1) Pronptly disclosing, to each credit reporting
agency to which the original disclosure was
made, any substantial change in the status or
amount of the debt. A witten record of al
such di scl osures nust be maintained in
accordance with the Privacy Act. (See section
10-41-60 of this chapter

(2) Upon the request of a credit reporting agency,
pronptly verifying and correcting, if necessary,
i nformati on concerning the claim

(3) Permtting consuner debtors to appeal the
accuracy and validity of information concerning
t he debt.

(4) Handling consuner disputes in accordance with
the Fair Credit Reporting Act.

b. The head of the OPDI V/ conponent or his/her designee
shal |l review each debt to be reported and determ ne
t hat :

(1) The debt is valid and overdue; and

(2) The debtor has neither agreed to repay the debt
under a repaynent plan which is acceptable to
the head of the OPDIV/ conponent, nor filed for a
review of the claim

C. The head of the OPDI V/ conponent or his/her designee
shall send a witten notice to the delinquent debtor.
If the OPDI V/ conponent does not have a current
address, a reasonable effort shall be made to | ocate
t he debtor.

d. Under the law, only the follow ng information
concerni ng consuner debtors may be disclosed to
credit reporting agencies:

(1) Nane, address, taxpayer identification nunber
(Soci al Security nunber), and any ot her
i nformati on necessary to establish the identity
of the individual.



HHS Chapt er
Depar t ment al

HHS Transmitta

10-41 Page 62
Account i ng Manual

88.8 (9/30/88)

(2) The anmount, status, and history of the debt.

(3) Nanme of the OPDI V/ conponent and program under
whi ch the debt arose.

If the address reported above was obtained fromthe
Internal Revenue Service (IRS), it may be provided to
a credit reporting agency only for the purpose of
allowing the preparation of a credit report. If the
address was acquired froma source other than the IRS
(e.g., departnent of notor vehicles, postmaster), it
may al so be disclosed to the credit reporting agency
for purposes of encouraging the repaynent of the
overdue debt.

3. The head of each OPDI V/ conponent or his/her designee shal
ensure that the follow ng requirenents have been net prior
to reporting commercial debts to credit reporting
agenci es.

a.

The OPDI V/ conponent shall establish witten
procedures for:

(1) Pronmptly disclosing, to each credit reporting
agency to which the original disclosure was
made, any substantial change in the status or
amount of the debt.

(2) Upon the request of a credit reporting agency,
pronptly verifying and correcting, if necessary,
i nformati on concerning the claim

(3) Permtting conmercial debtors to appeal the
accuracy and validity of information concerning
t he debt.

The head of the OPDI V/ conponent or his/her designee
shal |l review each debt to be reported and determ ne
that it is valid.

The | aw does not restrict the type of infornmation

whi ch may be di scl osed concerning conmercial debtors.
Therefore, the follow ng i nformati on on comer ci al
debts shoul d be reported:
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(1) Nane, address, taxpayer identification nunber
(empl oyer identification nunber), and any ot her
i nformati on necessary to establish the identity
of the comrercial entity.

(2) The anmount, status, and history of the debt.

(3) The nanme of the OPDI V/ conponent and type of
program or activity under which the debt arose.

C. Review of Clainms Prior to Disclosure. Prior to disclosure of
i nformati on regarding a delinquent debt to a credit reporting
agency, and at such other tine as may be provided by law, a
debtor may request that the head of the cognizant
OPDI V/ conponent review the amount of the debt and the validity
of the initial determ nation of the debt.

The head of each OPDI V/ conponent shall establish procedures for
the review of the debt, including verification by the cogni zant
finance office of the amount of the debt, the basis for the
debt, and the validity of the debt. As necessary, the finance
office shall obtain information fromthe cogni zant program
office to respond to questions concerning the debtor's
eligibility for waivers, forgiveness, etc. under specific
program st at ut es

Results of the review, or an interimresponse, shall be
forwarded to the debtor within 30 days foll ow ng receipt of the
request, in accordance with the procedures established by the

head of the OPDIV/conmponent. If an interimresponse is sent, a
final response nust be sent within 60 days foll ow ng recei pt of
the request for review Results of this revieww !l be fully

docunented, with a copy placed in the official file.

D. Di sputes Arising After Disclosure. Follow ng the disclosure of
i nformati on regarding a delinquent debt to a credit reporting
agency, a debtor may di spute the anmount of the debt, the basis
for the debt, the validity of the debt, or any other information
included in the disclosure.

The head of each OPDI V/ conponent shall establish procedures
for the resolution of post-disclosure disputes, including
verification by the cognizant finance office of the anmount of
the debt, the basis for the debt, and the validity of the debt.
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As necessary, the finance office shall obtain information from
the cogni zant programoffice to respond to any dispute
concerning the debtor's eligibility for waivers, forgiveness,
etc., under specific programstatutes. A response addressing
all of the matters disputed by the debtor shall be forwarded to
t he debtor and/or consumer reporting agency, as appropriate,
within 30 days followi ng recei pt of the dispute notice. The
basis for resolving the dispute nust be fully docunented in the
debtor's official file. |If appropriate, corrected information
concerning the debt shall be inmediately sent to the credit
reporting agency and any necessary adjustnment shall be made in
t he accounting records of the OPDI V/ conponent.

E. Qotaining Information from Credit Reporting Agencies. The
General Services Admi nistration has established a Federal Supply
Schedul e of vendors to provide credit reports to Federa
agencies. To obtain credit reports fromthis schedul e,

OPDI VS/ conponents should foll ow their adm nistrative purchasing
procedures. However, OPDI VS/ conponents will need to obtain
appropriate passwords fromthe individual vendors to enable them
to access this information.

1. Credit reports should be obtained:
a. To assess the ability of delinquent debtors to repay
t heir debts.
b. To determ ne whether potential recipients of Federa

| oans, | oan guarantees, grants, or contracts are
del i nquent on any ot her Federal obligations.

C. Where an award is contenplated to a high-risk
grantee, contractor, or borrower whose financi al
viability is questionable, or to a grantee,
contractor or borrower with whomthe agency has never
dealt before.

d. To obtain current addresses for m ssing debtors.
Credit reporting agencies offer address |ocator and
skip tracing services which can provi de an agency
finance office with the nost current address of a
debtor. These services enable a fiscal office to
| ocate a debtor whose whereabouts are unknown. The
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services are available for a nom nal charge and can
greatly help finance offices in nonitoring and
control ling outstanding receivabl es.

e. To assess the financial ability of a debtor to repay
a debt in installnments.

f. To consider the conprom se of an anmount due, the
suspension or term nation of collection action, or
the referral of a delinquent debt to the Departnment
of Justice for litigation or other action.

Credit reports need not be obtained in every instance that
a |l oan, | oan guarantee, contract, or grant is awarded.
Credit reports should be obtained only when they woul d
serve a useful business purpose, taking into account such
factors as the anount of the award, prior experience with
the recipient, and the existence of other information
avail able to evaluate credit worthi ness.

Where a credit report indicates that an application or
potential recipient of a HHS award is delinquent on a
Federal debt, has been debarred or suspended as a
contractor by a Federal agency or has otherwi se failed to
nmeet obligations to the Federal governnment, no award shal
be nmade wi thout consulting the other affected agencies.

Where a credit report discloses that a delinquent debtor
is the recipient of another Federal |oan, contract, or
grant, consideration shall be given to collecting the debt
by admi nistrative offset against paynments to be made on
such |l oan, contract or grant, using procedures set forth
in the Federal Clains Collecting Standards.

The Fair Credit Report Act (P.L. 91-508), which regul ates
the operations of consuner credit reporting agencies, also
i ncl udes sections which are of direct consequence to users
who obtain reports. These sections are Section 604,
Perm ssi bl e Purpose of Reports; Section 615, Requirenents
on Users of Reports; and Section 619, Obtaining
Information Under Fal se Pretenses.
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a. The Act establishes the following liabilities for
violation of the Act's provision regardi ng consuner
debt s:

Any credit reporting agency or user of information
which willfully fails to conply with any requirenent

i nposed under the Act with respect to any consuner is
liable to the consumer in an anpunt equal to the sum
of :

(1) Any actual danmmges sustained by the consuner as
aresult of the failure;

(2) Such anmount of punitive damages as the court may
all ow, and

(3) In the case of any successful action to enforce
any liability under this section, the costs of
the action together with reasonable attorney's
fees as determ ned by the court.

b. Any credit reporting agency or user of information
which is negligent in failing to conply with any
requi rement inposed under the Act with respect to any
consuner is liable to that consumer in an anount
equal to the sum of:

(1) Any actual danmmges sustained by the consuner as
a result of the failure.

(2) In the case of any successful action to enforce
any liability under this section, the costs of
the action together with reasonable attorney's
fees as determ ned by the court.

Therefore, each OPDI V/ conponent shall develop internal controls
to assure that credit reports are obtained for authorized
purposes only. As a part of those internal controls, we
recomend that individual requesting the procurenent office to
order credit reports be required to certify on each requisition
that the reports are being requested for the purpose of
conducting official governnment business. This authority does
not extend to debts arising under the Social Security Act which
cannot be referred to a private coll ection agency.
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10-41-80 PRI VATE COLLECTI ON AGENCI ES

A

General. The authority to contract with comrercial entities,
for collection services is contained in the Debt Collection Act
of 1982 and the Federal C ains Collection Standards (4 CFR Part
102 - Standards for the Admnistrative Collection of O aims;
Contracting for Debt Collection Services).

1. The Standards provide that contracts may be entered into
by Federal agencies for collection services when they neet
the follow ng conditions:

(a) The collection service supplenents the basic
coll ection program of the agency;

(b) The authority to resol ve di sputes, conprom se cl ains,
term nate collection action, and initiate |egal
action nust be retained by the agency; and

(c) The contractor shall be subject to the Privacy Act of
1974, as anended, 5 U.S.C. 552a, and, when
applicable, to Federal and state | aws and regul ati ons
pertaining to debt collection practices such as the
Fair Debt Collection Practices Act, 15 U.S.C. 1692.

OPDI VS/ conmponents shall contract for collection services
only after recovery has been attenpted through routine

i n-house due diligence efforts. The Federal C ains

Col l ection Standards (4 CFR 102 - Standards for the

Adm ni strative Col lection of Clains; Contracting for Debt
Col l ection Services), together wth any other

adm ni strative remedy which may be available for the

coll ection of debts, nust be utilized before contracting
for collection services.

2. OPDI V/ conponents nust use the General Services
Adm ni stration (GSA) Supply Schedule in selecting
contractors for collection agency services. The GSA
Schedul e nust be used for all accounts that do not involve
a service repaynment option such as that available to the
Nati onal Health Service Corps. Schol arship debtors.
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B. Debt

Col |l ection Requirenments for Collection Services Contracts.

OPDI V/ conponent contracts for collection services nust include
condi tions that:

1.

The authority to resol ve di sputes, conprom se cl ai ns,
term nate collection action, and initiate legal action is
retai ned by the OPDIV/conponent. The contractor shall be
required to return all clains which it recomends for
conproni se or termnation

The contractor shall be subject to the Privacy Act of
1974, as anended, 5 U.S.C. 552a, and, when applicabl e,
to Federal and state |aws and regul ations pertaining to
debt collection practices, such as the Fair Debt
Col l ection Practices Act of 1977 (15 U.S.C. 1692).

The contractor nust agree to indemify, defend, and hold
t he Federal government free and harm ess from al
liability, |oss, damages, clains, and ot her expenses,

i ncluding attorney's fees and court costs, resulting from
the contractor's performance under the contract.

The contractor shall ensure that the data in its system
is used exclusively for collection activities related to

t he accounts transferred. The information shall not be
accessed by the contractor in connection with any other
collection efforts on the same debtor under another
contract or agreenment. Secure safekeeping facilities nust
be maintained by the contractor for account files. Review
of the contractor's conpliance with established procedures
wi || be conducted by the cognizant OPDI V/ conponent Vi a
on-site visits.

The contractor's collection practices nust be fair and
reasonabl e, and nust not involve harassnent, intim dation,
and fal se or m sl eading representations. Review of the
contractor's collection practices should be conducted by
t he OPDI V/ conponent to determ ne conpliance with the Fair
Debt Col l ection Practices Act of 1977 (15 U.S.C. 1692).

The contractor shall provide information to the
OPDI V/ conponent project officer to resolve conplaints of
harassnment, intimdation, false or msleading
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representation, or unnecessary comruni cations, raised by
debt ors agai nst the contractor's collection practi ces.
The procedures for resolution of conplaints shall be
provided in the contract.

7. The OPDI V/ conponent shall retain authority and oversi ght
over the collection nmethods enpl oyed by the contractor.

8. Each contractor enpl oyee assigned to the contract shal
receive training relevant to the Privacy Act of 1974, and
the contractor shall certify that the enpl oyee has
received it, before the enpl oyee begins any collection
activity on OPDI V/ conponent accounts. The contract shal
contain a sanple formof the acknow edgenent of training.

9. The contractor nust obtain prior approval of the formats
of letters, bills, and other material he proposes to use
in the contract. Also the contractor shall obtain the
OPDI V/ conponent project officer's prior approval of al
formletters proposed for use in skip tracing.

10. The contractor shall record all collection activity (skip
tracing attenpts, witten and verbal contacts with the
debtor or his representative, paynent information, and
ot her pertinent data) taken on each account.

11. The contractor shall propose a quality control plan that
will insure the effectiveness and efficiency of its
operations. The contractor shall inplenment, upon fina
approval by the contracting officer, the plan designed and
proposed by the contractor in response to the RFP. The
quality control plan shall include the nonitoring of
day-to-day collection activities against perfornmance
specifications and the closing of accounts agai nst
producti on standards; and shall also include, but not be
limted to, the major activities of the collection
process.

12. The OPDI V/ conmponent will select the accounts to be
transferred to the contractor and the procedures that wl|
be followed in these sel ections.
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13.

14.

15.

16.

The contractor shall return to the OPDI V/ conponent

i neligible accounts that have been inadvertently
transferred for collection, with appropriate
docunentation, within thirty (30) cal endar days of
identification of such an account. The RFP and contract
must specify which type of accounts are ineligible for
transfer to the contractor, e.g., accounts involved in
bankruptcy proceedi ngs and accounts referred to the
Departnment of Justice.

The contractor nust resolve systematically all accounts
transferred to it. This involves:

a. Working all accounts in accordance with the ternms and
conditions included in the contract.

b. Expending a | evel of effort which is equal to or
exceeds the "M ni mum Account Resol ution Standards”
whi ch shall be specified in the contract.

C. Providing information to the OPDI V/ conponent to
resol ve conpl aints.

d. Mai ntaining a record of all activities taken on each
account .

e. Producing on at | east a nonthly basis managenent and

fiscal reports to nmonitor contractor's performance,
as specified in the contract.

The contractor shall process accounts in accordance with

t he account processing schedul e incorporated in the
contract. The processing schedule shall be docunented and
shall cite, for exanple, the maxi num nunber of workdays
before each typical account shall be noved from one
collection step to the next and shall al so cite backl ogs
at any given processing step.

The contractor shall suspend collection activity on an
account and refer the issue to the OPDIV/ conponent for
resolution within ten (10) working days after any of the
suspension conditions as cited in the contract occurs.
Suspensi on of collection activity includes, but is not
limted to, the follow ng conditions:

a. The debtor disputes the amount owed,;
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17.

18.

19.

20.

21.

22.

b. The debtor raises a | egal defense agai nst repaynent;

C. The debtor w shes to conprom se the amount due or
request forbearance due to tenporary inability to
repay; or

d. The debtor provides evidence that the debt has been
satisfied.

The contractor shall use contractor prepared bills for
billing the debtors, the format of which has been approved
by the project officer. The contract shall specify

requi rements concerning billing the debtors.

The contractor will not, under any circunstances, adjust
t he bal ance of an account for any reason w thout prior
approval from the OPDI V/ conponent.

The contractor shall receive and process repaynents and
ensure the security of nonies received in accordance with
the terns and conditions of the contract.

Al'l accounts shall be worked to the |evel of effort
specified in the "M ni mum Account Resol ution Standards”
before they are returned to the OPDI V/ conponent as
specified in the RFP and contract.

The RFP and the contract shall cite the conditions for

whi ch the contractor will be paid, and that the
contractor will not be paid for unidentified repaynents or
paynents fromthe debtors received on any account after it
has been transferred back to the OPDIV/ conponent.

The contractor shall acconplish an orderly transfer of al
out st andi ng accounts and all docunentation back to the
project officer upon expiration of the contract. (The
contract shall specify the tinme schedul es and ot her

requi rements for contract phase-out.)

Responsibility for Inplenentation. Each OPDI V/ conponent shal

be responsible for:

1.

| npl enenting and enforcing the policies set forth in this
chapter on contracting for collection services.
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2. Devel opi ng and publishing in the Federal Register a
Privacy Act routine use notice for the applicable systens
of records fromwhich individually identifiable
information on individuals wll be disclosed if the
OPDI V/ conponent has established a system of records
suppl emental to the control system 09-09-0024. The
routine use notice permts the disclosure of claimanount,
status, and history of claimto the collection agency and
to any col |l ecti on agency subcontractors. Notices in
suppl ementary systens of record nmust be published prior to
rel easi ng debtor accounts to the collection agency.

10-41-90 CHARG NG | NTEREST, ADM NI STRATI VE COSTS, AND PENALTI ES

A

CGeneral. The authority to inpose interest, penalty charges and
the adm nistrative costs of collecting delinquent debts is
provi ded by the Debt Collection Act of 1982, the Treasury

Fi nanci al Manual (TFM 6-800), the Federal Clains Collection
Standards (4 CFR Parts 101-105), issued jointly by the General
Accounting O fice (GAO and the Department of Justice, the HHS
clainms collection regulations (45 CFR Part 30) and Common Law.

This section applies to all debts due HHS except those owed by
agencies of the United States, and those arising under contracts
whi ch were effective on October 25, 1982, which was the
effective date of subsection 3(e) of the Federal C ains
Collection Act. Also excluded are the foll ow ng:

1. Social Security Act Debts - Unless specifically authorized
by statute, regulations or witten agreenent, or unless
the debts arise from or involve, fraud or crimna
activity, the Department will not charge interest on debts
arising frompaynents to beneficiaries under Titles Il
XVl and XVII1 of the Social Security Act. The charging of
interest is appropriate on debts arising fromsection
1862(b) of the Act for Medicare paynents for which a
beneficiary has been reinbursed by a liable third party.

The Departnment will charge adm nistrative costs or late
paynment penalties on debts arising under the Soci al
Security Act where authorized by statute, regulations, or
written agreenent.
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2. Gants to States, Local Governnents and Indian Tribes
Adm ni strative costs and penalti es cannot be charged on
debts owed by States, |ocal governments, or Indian tribes
unl ess permtted by statute, regulation, or witten
agr eenent .

Interest charges will be assessed on delinquent debts of
states, local governments or Indian Tribes arising from

di sal |l owances if the states or |ocal governnments or Indian
Tribes (1) have received cash advances, (2) have el ected
to keep the advance, and (3) the appeal was unfavorable or
t he appeal period expired before an appeal was fil ed.

The adjusting grant award nechanismw || be used to
recover deferred or disall owed expenditures and assessed
i nterest.
B. Policy for Charging Interest. Accounts and |oans receivable
wi Il be considered delinquent if not paid by t he due date,

specified in the initial notification of indebtedness, unless

ot her arrangenents to satisfy the debt have been made. The
initial notification of indebtedness shall explain the
Departnental requirenments for charging interest, penalties, and
adm ni strative costs of collection, and shall include the
current applicable interest rate when it is known in advance
that will be assessed on the debt should it becone delinquent.

1. Interest shall accrue fromthe date on which notice of
the debt and the interest requirenents is first mailed or
hand-delivered to the debtor (on or after Cctober 25,
1982), using the nost current address that is available

to the cogni zant OPDI V/ conponent . I f an OPDI V/ conponent
uses an "advance billing" procedure (i.e., if it mails or
hand delivers a bill before the debt is actually owed) it
can include the required interest notification in the
advance billing, but initial interest may not start to
accrue before the debt is actually owed.

2. The specific paynent due date will be no nore than 30 days
fromthe date of mailing or hand-delivery of the initial
bill or demand for paynent and will be stated in the
request for paynent. In the absence of a different rule

prescribed by statute, contract, or regulation, the
initial bill or
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paynment demand | etter nust informeach debtor that

interest will be charged on any debt remaining unpaid
after the due date. The date of the bill/demand |etter
and the date of the mailing or hand-delivery are to be the

sane.

3. Interest shall not be charged if the debt is paid within
30 days after the date from which interest begins to
accrue.

o] The head of the cogni zant OPDI V/ conponent may extend

such 30-day periods on a case-by-case basis if it can
be reasonably determ ned that such action is
appropri ate.

o] In many cases, the costs of the additional billing
and col l ection effort necessary to charge interest
to the date on which paynent is received woul d exceed
the relatively small amounts which are likely to be
recovered. Therefore, unless the responsible OPDV
organi zati on has a conpelling reason to charge
interest to the date on which paynent is received,
each bill or paynent demand sent to t he debtor at
the end of a 30-day (or other) period during which no
paynment was received shall specify the amount of
interest which accrued to the end of said 30-day
period and shall state that if payment is not
received wthin the next 30-day period, another 30
days interest will be added to the debt.

4. I nterest charges as required by this Chapter shall not
apply if an applicable statute, regulation, |oan
agreement, or contract either prohibit the charging of
interest or charges, or explicitly fixes interest or
charges on other ternms that apply to debts invol ved.

5. Interest, |ate paynent penalties and adm nistrative cost
charges will not be assessed pending consideration of
wai ver of review under a statute, unless the review ng or
hearing officer determ nes in witing that the request
for waiver, a hearing or other form of review was
spuri ous.
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6. Accounts receivable that are subject to adm nistrative
appeal and/or litigation by the debtor shall be charged
interest fromthe date the debtor is initially notified of
the debt or, in the case of advance billing, fromthe due
date specified in the initial bill. [If the debtor appeals
or litigates the anbunt owed, interest charges will accrue
but not be billed to the debtor during the period of the
appeal or litigation. |If the debtor wi ns the appeal or
litigation, the interest charges (on the anopunt of debt
which is not upheld) will be renpved from accounts
recei vabl e by the cogni zant HHS finance office. [If the
debt or does not win the appeal or litigation, the
responsi bl e OPDIV organi zation office shall proceed with
its efforts to collect the full amunt due, including
i nterest charges (on the sustai ned anount of the debt)
whi ch accrued during the period of appeal or litigation.

7. If a lunp sumdemand is converted to an install nment
agreement, or other formal paynent arrangenent,
OPDI VS/ conponent s have the option to:

0 Option * Make the accrued interest, penalty, and
adm ni strative charges due and payable at the tine
the install ment agreenent is consummated; or

o] Option B * Add the accrued interest, penalty, and
adm ni strative charges to the principal to be paid
under the installment agreenment or the formal paynent
arrangemnent .

8. If a debt is paid in installnments, the rate of interest
that will be charged is the rate that is in effect at the
time the install nment agreenent is made, unless a different
rule, statute, contract, or regulation prevails.

o] Where a debtor has defaulted on a repaynent agreenent
and seeks to enter into a new agreenent, the
cogni zant OPDIV conponent may set a new interest rate
in accordance wi th paragraph C. bel ow.
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o] I nstal | mrent agreenents, contracts, or other fornmal
paynment arrangenents may not provide a grace period
for installment paynents. Interest will be charged
on the full anpunt of the outstanding debt starting
with the date of the agreenent.

o] I nterest should not normally be inmposed on charges
assessed for interest, penalties, or admnistrative
costs. However, if a debtor defaults on aprevious
repaynent agreenent, charges which accrued but were
not coll ected under the defaulted agreenent shall be
added to the principal to be paid under a new
repayment agreenent.

0 Interest, but not adm nistrative cost charges or |ate
paynment penalties will continue to accrue when
collection of a debt is suspended.

C. Policy for Rate of Interest. Except as provided bel ow, each
OPDI V/ conponent shall charge an annual rate of interest on
del i nquent debts and the outstandi ng bal ance on install ment
debts as prescribed in 45 CFR Part 30.13, as follows:

1. Except as provided in section C2 below, the rate wi ||
be as fixed by the Secretary of the Treasury after taking
into consideration private consuner rates of interest
prevailing on the date that the Departnment becones
entitled to recovery.

2. The interest rate established in C-1 above shall be no
| ower than the Current Value of Funds Rate published by
the Treasury in the Federal Register and issued annually
in a Treasury Financial Manual Bulletin.

3. In the case of installnent paynent agreenents, which wll
provide for full paynent of the debt in three years or
| ess, the interest rate established in CG1 above, shall be
no | ower than the applicable rate determ ned fromthe
appropriate U S. Treasury "Schedule of Certified Interest
Rates with Range of Maturities."
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4. Except as provided in section B-6, above for Option B, the
rate of interest shall be the rate in effect on the date
fromwhich interest begins to accrue on the debt and shal
remain fixed at that rate for the duration of the
i ndebt edness.

Adm nistrative Costs of Collecting Delinquent Debts.

Del i nquent debtors will be assessed the adm nistrative costs
incurred by the Departnent as a result of handling and
collecting the overdue debts based on either actual or average
costs incurred. These costs will include direct (personnel
supplies, etc.) and indirect costs of collecting in-house and
contracting with collection agencies and may i nclude the costs
of providing hearings or any other form of review requested by
debtors. These charges will be assessed nonthly, or per paynent
period, throughout the period that the debt is overdue. Such
costs may al so be additive to other admi nistrative costs if
collection is being made for another federal agency or

OPDI V/ conponent .

It is also Departnental policy to assess the debtor for costs
associated with the use of private collection agencies. Unless
specifically authorized by statute, regulation or witten
agreenent, or unless the debts arise from or involve, fraud or
crimnal activity, debts arising from paynments to beneficiaries
under Titles Il, XVI and XVIII1 of the Social Security Act w ||
not be referred to private coll ection agencies for collection.

Late Paynent Penalties. A penalty charge of 6 percent a year
wi Il be assessed on a debt, a payment or any portion thereof
that is nmore than 90 days overdue. Late paynent penalty charges
will accrue fromthe date the debt, or portion thereof, becane
overdue until the overdue amount is paid. These charges will be
assessed nonthly, or per paynent period. Penalty paynents shal
be reported to the IRS to assure debtors are prevented from
usi ng such penalty paynents as a busi ness expense, thereby
reducing their liability.

Al l ocation of Paynents. Partial or installnment payments will be
applied first to outstanding adm nistrative costs charges, then
to |l ate paynent penalties, then to accrued

interest and then to outstanding principal unless a different
rule is prescribed by statute, contract, or regulation.

VWai ver _of Interest, Penalty, and Adm nistrative Charges.

OPDI V/ conponents may waive, in whole or in part, the collection
of interest, penalties, and adm nistrative charges assessed
pursuant to this chapter
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o] Under the criteria set forth in section 10-41-50 of this
chapt er concerning the conprom se of debt clainms, wthout
regard to the anpunt of the debt.

o] If the debt or the charges resulted from an
OPDI V' s/ component's error, action or inaction, and w t hout
fault on the part of the debtor.

o] If collection woul d defeat the overall objectives of an
HHS program

o] Interest shall be waived on a debt or any portion of a
debt which is paid within 30 days of the initial demand
letter.

The decision to waive interest, penalty, or admnistrative
charges may be made at anytine; however, collections of which
have al ready been received nmay not be refunded.

H. Term nation of Interest, Penalty, and Adm nistrative Charges.
HHS finance offices shall stop accruing interest, penalty, and
adm ni strative charges once all the adm nistrative collection
actions have been taken in accordance with this chapter, and the
OPDI V' s/ conponent's clains collection officer or the HHS Cl ai ns
O ficer makes a determination to term nate collection action in
accordance with section 10-41-501 of this chapter.

If a designated OPDIV or Departnmental Clainms Oficer refers a
claimto the General Accounting Ofice (GAO ), he/she shal

advi se the cogni zant finance office pronptly as to the action by
GAO whi ch is being sought (i.e., conprom se, suspension, or

term nation) and as to the adjustnents, if any, to be nmade to
the accrued interest and other charges on the debt.

If a designated OPDIV or Departnmental Clainms Oficer refers a
claimto the Departnment of Justice, interest will continue to
accrue on the debt until notification is received that the claim
has been settled or collection efforts have been term nated by

t he Departnent of Justice.

Uncol | ecti bl e accrued interest and ot her charges should be
written off in accordance with the procedures for witing off
debts, as set forth in section 10-41-50H of this chapter, once
the efforts to collect the associ ated recei vabl e have been

t erm nat ed.
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Accounting and Reporting of Interest Penalty and Adnministrative
Charges. Accrued interest must be reported by al

OPDI VS/ conponents on Schedul e 9, SF-220 "Report and Status of
Accounts and Loans Receivable Due fromthe Public."

For partial paynents, and for all |oan and installnment paynents
the amount received shall be first applied to any accrued
charges for the administrative costs of collection then to
penalty charges, then to the accrued interest, and finally to
the paynent of the principal, unless a different rule is
prescribed by statute, contract, or regulation.

The total anmpunt of interest, penalty, and adm nistrative cost
charges collected for late or installment paynents shall be
credited as follows:

Fi nancing Interest (cost of extending credit) 751499

Penal ty for Delinquency 751099
Penalty Interest (assessnent on delinquency) 751035
Adm ni strative Charges (costs incurred for 753220
coll ecting, including collection agency
fee)

Definitions of these receipt accounts are:

751499 M scel | aneous Interest Collection - Not
O herwi se Classified

751099 Fi nes, Penalties and Forfeitures, Not
O herwi se Classified

751035 Fi nes, penalties and Forfeitures, Imrgration
and Labor Loans

753220 M scel | aneous Recoveries - General Fund
Proprietary Receipts, Not Oherw se Classified

10-41-100 DEPCSIT OF COLLECTI ONS | NTO GENERAL, TRUST FUND,

A

AND M SCELLANEQUS RECEI PTS ACCOUNTS

CGeneral. Generally, any noney received by a Federal agency is
to be deposited into the m scell aneous recei pts fund of the
Treasury (31 U.S.C. 3302). The acknow edged exceptions to this
rule are (1) where specific statutory authority provides that
the agency may retain the funds and (2) where the noney received
qualifies as a repaynment. A repaynent* generally includes a
refund, such as the recovery of an erroneous paynent or

over payment .



HHS Chapter 10-41 Page 80
Departnental Accounting Manua
HHS Transmittal 88.8 (9/30/88)

Thus, where specific statutory authority permts, repaynents
(collections) are to be made to the credit of general or other
fund accounts. \Wiere such specific authorities do not exist,
collections will be to the credit of a m scell aneous receipts
account. Recoveries of advances or overpaynents are credited to
the fund account from which the advances or overpaynents
occurred. These principles also apply to program deferrals and
di sal | owances and audit di sal | owances. However, when the
specific account for the credit cannot be determ ned, collection
wi |l be deposited to m scell aneous receipts.

B. Fal se Clai ns Act Recoveri es. Under the False Clains Act, 21
U S.C. 3729, the follow ng anbunts are to be collected upon
proving that a false or fraudul ent claimhas been nmade to the
governnent: The amount of the claim an equal anmount, a $2, 000
penalty, plus costs of the action reduced by any anmounts awarded
by the court.

The princi pal recovered under a False Clainms Act suit falls
within the "refunds" exception. A paynment procured by fraud is
clearly "erroneous at the tine it was made". Thus, the
princi pal ampbunt of the erroneous paynent should be credited to
t he program account fromwhich it was nade. There is no
statutory or other authority, however, for depositing the
"doubl e" part of the danages, the penalty or the costs in the
program account. These anounts shoul d be deposited in Treasury
m scel | aneous receipts.

* Consult GAO s Principles of Federal Appropriations Law for
further discussion and exanpl es of repaynent.

C. Accounting for Collections. Appropriation reinbursenent and
appropriation refund are routinely deposited to the fiscal year
account from which reinmbursabl e obligations occurred or from
whi ch over paynents or advances occurred. Ildentification of the
fiscal year nust be retained throughout the cycle of a
receivable and collection in order to preserve the intentions
of the Congress when funds are appropriated (see Chapter 3,
Title 7, GAO Manual). Unless otherwi se pernmitted specifically
by | aw, recoveries of funds fromdeferrals, disallowances, and
overpaynents nmay be reobligated if the period of availability
establ i shed by appropriation |aw has not expired. O herw se,
recoveries will be credited to the proper appropriation and
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funds will be |lapsed. Collection of interest, adm nistrative
costs, and penalties relating to the appropriation refund are to
be deposited to m scell aneous receipts unless specific statutory
authority exists to pernmit credit to a specific appropriation or
fund account.

10-41-110 DEBTS | NVOLVI NG AWARDS PAI D THROUGH THE PAYMENT

A

B

MANAGEMENT SYSTEM ( PMS)

General. The Federal Assistance Financing Division (FAFD)
operates the Departnent's Paynent Managenent System (PMS) for
financi ng federal assistance awards. It is responsi bl e for
mai nt ai ni ng records of cash disbursed and col | ected, advances
made, and recipient reported di sbursenents as well as advances
received from OPDI VS and Regions. Cash advances which are not
in dispute or delinquent are assets which will be classified by
FAFD as Advances to Non-Federal Agencies - Refund until reduced
by recipient reported di sbursenents. However, advances to

reci pients for block grants or other simlar prograns will be
classified as disbursenments (as advised to recipients) where | aw
or regulation do not require recipients to subsequently report
expendi tures, so long as the anount advanced is within the
amount of the award.

Different procedures will be required where (1) advances exceed
award anmounts or di sbursenents reported to FAFD; (2) audit

di sal | omances have been taken and FAFD is the official action
point or (3) the OPDI V/ Regi on has deobligated part or all of an
award. For these categories of debt, FAFD will diligently
attenpt to locate the debtor and initiate required due

di li gence.

Debts I nvolving Overpaynents or Overdraws. Beyond the denmand
| etter process, debts resulting from overpaynents or wthdrawal s
wi |l be handled entirely by FAFD up to the point of adjusting
appropriations for wite-offs. This process involves, but is
not limted to, diligently |ocating debtors, sending dermand
letters, providing a review of the debt if requested by the
debtor, entering into repaynment agreenments and using credit
reporting and collection agencies (for |ocating a debtor,
obtai ning financial information about the debtor, reporting
debtors, and for making collections), referring debts for
write-off and litigation, and preparing related docunents.




HHS Chapter 10-41 Page 82
Departnental Accounting Manua
HHS Transmittal 88.8 (9/30/88)

When debt collectionis termnated and there is a decision to
wite-off a debt, the uncollectible debt will be referred to
t he OPDI V/ Regi on for adjustnent against the applicable
appropriation.

Debts Resulting from OPDI V/ Regi on Deobl i gations. For t hese

debts, FAFD s actions will include conpliance with all due
process procedures. |f the debtor cannot be |ocated or refuses
to pay the debt and will not negotiate terms and if there is no

ot her active award which could be used for offset, the debt wll
be referred to the OPDI V/ Regi on which issued the award. Al ong
with the referral, FAFD will send the OPDI V/ Regi on copi es of
demand letters and responses, documented tel ephone conversations
and attenpts to | ocate/ contact the debtor, and any ot her
docunents which may be necessary or useful in the event of
litigation.

FAFED Referral of Al Uncollectible Debts to OPDI Vs and Regi ons.
When uncol l ecti bl e debts are referred by FAFD to the
OPDI Vs/ Regi ons for adjustnent agai nst the applicable
appropriation, a sinmultaneous "transfer" transaction nust be
made in the same accounting period which wll reclassify the
OPDI V/ Regi on advance (which was made to FAFD and is an

out st andi ng recei vable on the records of PMS) to an
OPDI V/ Regi on receivable. This wll be acconplished through a
controlled transmttal. (See Exhibit 10-41-F.)

When the debt is referred to the OPDI V/ Regi on, account- ability
for the accounts receivable is transferred from FAFD, which w ||
adjust its records accordingly. The OPDIV/ Region wll assune
the receivable through the TC 062(R) and TC 070 whi ch
effectively recogni zes the conversion of the excessive cash
advance (to FAFD) to an OPDIV accounts receivable for purposes
of further «collection and/or wite-off. (See Exhibit 10-41-GQ.
| f a wite-off occurs, the additional obligation nust be

recorded to cover the | oss unless a reservation of funds is
made at the tinme an all owance for loss is established. This is
done irrespective of whether appropriations are available. |If

funds are not available an anti-deficiency violation has
occurred, and a violation report nust be prepared.

The referral will require the OPDIV or Region to reclassify
its previously recorded advance to FAFD (Advance to O her
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Federal Agencies) to an accounts receivable (Accounts

Recei vabl e- Non- Federal Agency-Refund) at either the OPDIV or
Regi onal | evel, dependi ng upon where the collection action wll
take pl ace.

The OPDIV/ Region will also record as a receivable (TC 139) the
interest, penalty, and adm nistrative cost charges accumul at ed
at FAFD. Upon collection, these amounts will be deposited to
the appropriate Treasury m scel |l aneous recei pt accounts.

Public Assistance Type Awards. Deferrals and disall owances
debts will be handled by the OPDIVs. However, paynents in
excess of awards and paynents in excess of disbursenments
reported to FAFD by recipients will be accounted for and
col l ected by FAFD as descri bed above.

Debt I nvolving Cash Pooling. Identification of the
appropriation involved with a debt can usually be determ ned
readily where the debt results froma disall owance, negative
award, or overpayment for which there is a distinct accounting
by award for cash draws. Where this is not the case and the
specific award(s) cannot be determ ned, the debt is to be
charged to all appropriations involved under the "pool ed"
paynents made to the recipient for the period when the debt
occurred. However, if FAFD is able to determ ne nore
specifically that the debt applies to certain awards, the debt
shal | be appropriately recorded.

10-41-120 COLLECTI NG DEBTS BY ADM NI STRATI VE AND SALARY OFFSET

A

General. The collection of delinquent debts by adm nistrative
or salary offset represents a | ow cost alternative to the use of
private collection agencies or litigation where routine due
diligence efforts have fail ed.

The Debt Coll ection Act of 1982, P.L. 97-365, significantly
expanded the authority of Federal agencies to collect delinquent
debts by offset against anmpbunts payable to the debtors.

However, in expanding the offset authorities of Federa

agenci es, the Debt Collection Act inposed due process
requirements to protect the rights of debtors.

Gover nnent -w de standards, including due process requirenents,
for collecting debts by offset are set forth in the Code of
Federal Regul ati ons as foll ows:
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1. Adm nistrative offset is covered by section 102.3 of the
Federal Clainms Collection Standards (4 CFR Part 102).

2. Salary offset is covered by OPM s pay adm nistration
regul ations (5 CFR Part 550).

3. Specific adm nistrative offset from anmounts due forner
Federal enployees fromthe Cvil Service Retirenment and
Disability Fund, is covered by OPM s offset procedures at
5 CFR Part 831.

The Departnent's inplenmentation of the Debt Collection Act and
t he governnent -w de standards for collecting debts by offset,

i ncluding rel ated due process requirenents, is published in the
HHS cl ains col |l ection regul ation (45 CFR Part 30).

Thi s chapter supplenments the requirements of the HHS clai ns
collection regulation, and sets forth the policies and
procedures to be foll owed by OPDIVS/ conponents in:

1. identifying and inpl enenting opportunities for the
collection of debts owed to the OPDI VS/ conmponents by
adm ni strative and salary offset, including offset
agai nst anmounts payabl e by ot her Federal agencies; and

2. cooperating with other Federal agencies in collecting
debts owed to those agencies by offset agai nst anounts
payabl e by the OPDI V/ conponent.

B. Adm nistrative and Salary Offset Definitions, Authorities, and
Distinctions. Administrative offset refers to satisfying a debt
by w t hhol di ng noney payable by the Departnent to, or held by
the Departnent for a debtor. As applied to enployee debt, it
relates primarily to debts where offset is expressly authorized
or required by other nore specific statutes. Funds from ot her
agenci es may be extended to the same debtor to effectuate
adm ni strative offset. (O fset against judgments held by the
debt or against the United States will be effected through the
Comptrol | er General pursuant to 31 U . S.C. 3728.)

Salary offset refers to a specific type of adm nistrative offset
to collect a debt under 5 U.S.C. 5514 by deduction(s) at one or
nmore officially established pay intervals fromthe current pay
account of an enployee wi thout his or her consent. 5 U S C
5514 (as amended by the Debt Collection Act of 1982) provides
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the authority for, and specifies the procedures that govern, al
salary offsets which are not expressly authorized or required by
other nore specific statutes. Exanples of other nore specific
statutes include travel advances under 5 U S.C. 5705, training
under 5 U. S.C. 4108, and debts owed by fornmer enployees under 5
U. S. C 8347.

1. Wth regard to the anmounts which can be w thheld, the
follow ng distinctions are made on the statutory basis of
the type of indebtedness:

a. 5 U S . C 5514 and the other nore specific statutes
are governed by different salary offset limtations.
OPM s pay administration regulation at 5 CFR
550. 1104(i) and the HHS cl aims coll ection regul ation
at 45 CFR 3015(i) limt enpl oyee salary offsets under
5 USC 5514 to a maxi mnum during any pay period of
15% of the disposable pay fromwhich the deduction
is made, unless the enployee authorizes a greater
anount by witten agreenent.

b. Non-5 U. S.C. 5514 debt setoff from an enpl oyee's
salary is governed by the FCCS, which require that
t he anobunt of offset nust bear a reasonable
relationship to the size of the debt and the debtor's
ability to pay. Thus, the 15% rul e does not apply
per se to recoupnent of travel, training, or debt
related to nore specific statutes.

For exanpl e, when possible, offsets against the Cvil
Service Retirenent and Disability Fund are collected
in one paynent fromthe debtor's refund or annuity.
For large debts to be recovered froman annuity, OPM
defers to the creditor agency the anobunt of the
installments, taking into consideration the ability
of the debtor to repay, financial hardship, etc.
OPM wi Il not make an install ment deduction for nore
than 50% of the net annuity, unless a higher
percentage is needed to satisfy a judgnent against a
debtor within three years or the debtor has agreed to
a higher anmpbunt. (See 5 CFR 831.1807.)
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2. Section 30.15 of the HHS clains collection regulation
al l ows an enpl oyee who is a delinquent debtor to request a
hearing before the initiation of collection by salary
of fset to dispute the existence or amount of the debt.
However, the preanble of that regulation clearly states:

"* * * while these provisions ensure that each debtor
subject to offset has an avenue of appeal, in no way do
these rul es add an additi onal appeal procedure where one
currently exists * * *_ "

3. The hearing requirenents also differ for offsets initiated
pursuant to 5 U. S.C. 5514 and the other nore specific
statutes:

a. Section 5 of the Debt Collection Act of 1982 is
codified at 5 U S.C. 5514 and requires greater
hearing requirenents for salary rel ated debt t han
does Section 10 of that Act codified at 31 U S C
3716.

b. The Conptroller General has held that salary offsets
aut hori zed by nore specific statutes other than 5
U S. C. 5514 are initiated under Section 10 of that
Act, as enmbodied in 31 U.S.C. 3716 and i nplenented in
the FCCS. (See B-219734).

Al so, the Conptroller General has ruled in B-217274 that

"* * * offsets fromRetirenment Fund paynents, and

offsets first initiated against final salary paynents and
lump sum | eave paynents fall under the authority of 31

U . S.C. Section 3716, and the applicable procedures are

t hose of the FCCS. Accordingly, prior to offset, agencies
must provide the individuals with the opportunity to

obtain review within the agency. * * *In some cases an

or al hearing will be required; in others a "paper
hearing” will be sufficient. * * *However, these hearings
need not be conducted by an adm nistrative |aw judge or

i ndi vi dual not under the supervision or control of the
head of the agency.”

4. These procedural distinctions are of great significance
for debt nmanagenent purposes when one considers who is
aut hori zed to conduct such hearings:
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a. I ndi vi dual s who hear appeal s governed by 5 U S.C.
5514 of fset procedures nust not be under the
supervi sion of the Secretary, and may include
enpl oyees of other agencies, independent contractors
or administrative | aw judges.

b. Sal ary offset initiated under nore explicit statutes
are governed by the FCCS and, therefore, require only
an adm nistrative review by an agency enpl oyee to
substanti ate the debt. In such cases, the hearing
of ficial can be an enpl oyee of the OPDIV/ conponent.

In addition, Section 102.3(c)(2) of the FCCS does not
require an oral hearing where "* * * determ nations
of indebtedness rarely involve issues of credibility
or veracity and the agency has determ ned that review
of the witten record is ordinarily an adequate neans
to correct prior mstakes * * *." Thus,

OPDI V/ conponent reviews conducted under nore
specific statutes (travel, training, etc.) are
sufficient to establish the indebtedness absent

i ssues of credibility or veracity and the debtor need
not be afforded a second hearing by an enpl oyee not
under the supervision of the Secretary. (See also 45

CFR 30.4.)
C. Responsibilities. Maxinmuminplenentation and recovery of
enpl oyee debt through salary offset requires the ful
cooperation, and tinely actions by payroll, OPDIV/ conponent, and

claimcollections staffs.

1.

ASPER i s revising HHS Personnel Manual Chapter 550-9,
Enpl oyee Salary O fset and Cl ainms Collection. This
instruction will:

o] govern the collection of debts arising from pay
adm ni stration, and

o] will set forth the salary setoff policy and
procedural requirenents for other enpl oyee delinquent
debt where the OPDI V/ conponent has primary cogni zance
over the debt.

For OPDI V/ conponent control |l ed debt, the payroll staff
will provide a Departnment-w de nechanismto recover
enpl oyee del i nquent debt owed the OPDI V/ conponent.
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The OPDI VS/ conponents responsibilities are twofold:

a. As a creditor agency the OPDI V/ conponent has primary
responsibility for:

fulfilling all due diligence requirenents specified
by applicable |law and regul ation(s).

(2) providing to the payroll systenms staff the
required witten certification that the
enpl oyees owes the debt and that the debt is to
be offset against the enpl oyee's pay.

(3) assuring that all debts are reported to DPPO
before the enployee is separated, retired, or
transferred before the SF-50 is processed.

b. In addition, each OPDIV clainms officer is responsible
for providing procedural guidance to its
OPDI V/ conponents on the explicit requi rements for
coll ecting debt for which the OPD V/conponent has
primary cogni zance, including:

(1) unprocessed paynment systemoffsets first
initiated against final salary,
(2) lunp sum | eave paynents, and/or

(3) the Gvil Service Retirenment and Disability Fund
for fornmer enpl oyee debt.

The debt shall be offset in the manner prescribed by
ASPER, based on the OPDI V/ conponent neeting the debt
certification requirenents or the decision of the
hearing/review official.

D. Policy.

1.

General. Departnental policy governing the recoupnent of
del i nquent debt by salary offset or admi nistrative offset
is set forth in this section. OPDIVS/ conponents shal
recoup delinquent debt through application of these setoff
mechani sns after fulfillment of all applicable due
diligence requirenments, including notice to the debtor,
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conpl etion of reviews of the indebtedness if requested,
etc. In addition to taking i mediate and tinely

coll ection of delinquent debts by admnistrative and/or
sal ary offset against amobunts owed by the debtors,

OPDI VS/ conponents shal | request appropriate cooperation by
ot her Federal agencies when necessary to collect such
del i nquent debts by offset, prior to the referral of
del i nquent debts to commercial collection agencies or the
Justi ce Departnent whenever:

a. Routi ne due diligence efforts (e.g., dunning letters,
t el ephone calls, etc.) have been unsuccessful;

b. O fset is cost effective or has significant deterrent
val ue;

C. O fset would not substantially inpair or defeat the

obj ectives of a Federal program

d. Ofset is the best suited method of coll ection to
further and protect the Government's interests;

e. In addition, with respect to audit and program
di sal | owances:

(1) The debtor is unable or unwilling to repay the
di sal | owance;

(2) The debtor is unable or unwilling to enter into
a satisfactory witten install ment repaynent
agreenent; and

(3) The delinquent debt has been reported to a
credit bureau. (This requirenment is not
applicable to debts owed by State and | oca
gover nnent s) .

2. Salary O fset - Enployee Delinquent Debt.

a. Due Diligence

Del i nquent enpl oyees shall be issued one 30 day
written notice mailed to the enpl oyee.
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Certification of mailing is adequate to establish
recei pt by the addressee. (Sanple due diligence
letters for enpl oyee delinquent debt are shown in
Exhi bit 10-41-H.).

(1)

(2)

(3)

If the proposed notice of enpl oyee indebtedness
and offset cannot be personally delivered to the
debtor, it will be sent by mail, to the debtor's
| ast known address of record.

o] The notice shall explicitly state that
offset will be initiated by the
OPDI V/ conponent commenci ng on the 31st
day after the date of the notice
unl ess the indebtedness is satisfactorily
resol ved by other mut ual arrangenents
such as a repayment agreenent, paynent
of the debt, etc.

o] Al so, the notice shall conply with all due
process requirenents, including the
debtors right to request an
OPDI V/ conponent review of the indebtedness
within 15 days of the date of the notice.

o] OPDI Vs shoul d seek to get correct
addresses fromthe enpl oyee's personne
office before forwarding for salary
of f set .

If no response is received within the allotted
time or if the request is returned "addressee
unknown", the debt certification will be
forwarded to the payroll systems staff for

i medi ate of fset.

The OPDI V/ conponent will attenpt to | ocate the
debt or and advi se the debtor of the actions that
were taken to protect the governnent's interest,
the circunstances requiring that action, the
debtor's right to chall enge the offset action
if deened appropriate, and that the debtor wll
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be refunded the anmobunt offset if subsequently
successful ly contested. Refunds do not bear
interest unless required or permtted by |aw or
agreement (see 5 CFR 550.1104 (p)(2)).

b. Heari ngs.

OPDI V/ conponent hearings and/or reviews for enployee
del i nquent debt related to such specific statutes
as those governing travel advances, training, etc.,
shall conformto the interpretative guidance provided
by the Conptroller General in part 10-41-120B of this
Chapter. Such internal OPDIV/ conponent hearings
and/or reviews usually are not required to be
conducted by an administrative |aw judge or an

i ndi vi dual not under the supervision or control of
the Secretary. Were hearing officials are required:

(1) Each OPDI V/ conponent shall schedul e in advance
to have appropriate review officials available
when needed to afford delinquent debtors with
appropriate opportunities for pre-offset
heari ngs.

(2) If such arrangenents are not possible, OPDI V/
conponents should take other steps (e.g.,
t hrough the use of an independent contractor or
an admnistrative |aw judge) to assure the
availability of hearing officials in accordance
wi t h subparagraph 30.15(b)(3) of the HHS cl ai ns
coll ection regul ati ons.

C. O fset Policy.

(1) Anount of Salary O fset.

Ordinarily, the size of install nment deductions
from an enpl oyee's di sposabl e pay for non-pay
adm ni stration cl asses of enpl oyee delinquent
debt must bear a reasonable relationship to the
size of the debt and the enployee's ability to
pay (see the FCCS). For such debt, Departnental
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(2)

policy for the m nimal amunt deducted for any
pay period fromthe enpl oyee' s di sposabl e pay
(inclusive of interest, adm nistrative costs,

etc.) shall be:

Up to $100.00 Lunp Sum
$100. 00 - $1, 500 Approxi mately $100
Above $1, 500 A maxi mum of 78 equa

paynments which
recover the debt
plus interest and
adm ni strative costs
with an appropriate
m ni nrum paynent of
$100.

Record of Enpl oyee Debt.

A record of delinquent debt owed by an enpl oyee
to an OPDI V/ conponent shall be placed in the
enpl oyee' s personnel and payroll records and
mai ntai ned there until the delinquent debt is
satisfied.

o] If the enpl oyee gives notice that he or
she is | eaving Federal service before the
del i nquent debt is paid in full, any debt
still owed at the tinme of separation
shal|l be offset against any |unp sum
paynent due the debtor (e.g., paynent for
accunul at ed annual | eave).

o] OPDI Vs should notify DPPO if the debt or
gi ves notice that he/she is leaving to
permt |unp sum offset.

o] If the enployee indicates an intention to
transfer to another Federal agency, the
new Federal agency shall be requested to
continue offsetting appropriate anounts
fromthe del i nquent debtor's salary to
the extent the debt is not satisfied
prior to separation/ transfer fromthe
Depart nment .
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d. Salary O fset on Behalf of Other Federal Agencies.
In accordance with procedures issued by the Treasury
Department, OPDIVS/ conponents shall participate in
governnent -w de sal ary of fset progranms under which
the names of individual delinquent debtors are
mat ched by conputer against the payroll and/or
personnel records of major Federal enploying
agenci es.

(1) For enployee delinquent debts referred by other
Federal agencies for offset, OPDI VS/ conponents
shall not review the nerits of the creditor
agency's determ nation with respect to the
anmount, validity of the debt certified by the
creditor agency, or whether a hearing was
required. Debtor contestations shall be
remanded to the creditor agency. OPD VS/
conponents will proceed to effectuate creditor
agency efforts in accordance with the origina
certification unless notified to the contrary by
the creditor agency.

(2) OPDIVS/ conponents shall cooperate fully with
ot her Federal creditor agencies by pronptly
honoring their certified claimrequests to
coll ect debts owed those creditor agencies by
of fset from OPDI V/ conponent anmounts payable to
the debtors, as set forth in section 30.15(s) of
the HHS cl ains collection regul ation.

(3) Any disputes concerning the debt or the offset
must be referred imrediately to the creditor
agency with a request that the creditor agency
pronptly informthe cognizant OPDI V/ conponent
of any circunstances changing the collection by
of f set .

(4) The OPDI V/conmponent will not review the nerits
of the creditor agency's deci sions.
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e. O fset Using | RS Tax Refunds.

In accordance with procedures issued by the Internal
Revenue Service (IRS), OPDIVS/ conponents shall seek
to offset overdue debts from Federal inconme tax
refunds due debtors who are individuals, where
routine due diligence efforts to obtain paynment from
the debtors have failed and the delinquent debts have
been reported to a credit bureau.

E. Procedures. Collection by offset shall be initiated by the
OPDI V/ conponent in all cases where a delinquent debtor is
recei ving funds under a Federal program or agreenent
adm ni stered by any OPDI V/ conponent or other Federal agency, or
is a Federal enployee.

In cases where the delinquent debtor does not receive funds from
t he OPDI V/ conponent an appropriate screening procedure shall be
initiated by the OPDI V/ conponent to identify potential offset
opportunities. \Wen offset

opportunities exist, appropriate due process nust be exercised
before initiating setoff. After conpletion of these

requi rements the OPDIV/ conponent shall collect the delinquent
debt by offsetting a lunp sumor installnents agai nst anounts
due the debtor.

If amounts are due from a delinquent debtor enployed by another
Federal agency, request the other agency to collect the debt by
offset. At a mninum the other agency should be requested to
hol d up awards or further disbursements of funds (other than
sal aries to Federal enployees) until the delinquent debtor and
t he cogni zant OPDI V/ conponent have reached a satisfactory

resol ution.

1. Sal ary O fset Procedures - Delinquent Enpl oyee Debt.

When the debt can be coll ected by enpl oyee sal ary offset
the applicabl e procedures shall be:

a. Each OPDI V/ conponent shal |l i mredi ately comrence
sal ary offset on the 31st day after the date t hat
noti ce of proposed offset was mailed to the debtor in
t he amount necessary to satisfy the debt subject to
the limtations set forth in 45 CFR 30.15(i). The
exceptions to this start date would be if a formal



HHS Chapter 10-41 Page 95
Departnental Accounting Manua
HHS Transmittal 88.8 (9/30/88)

al ternative repaynent arrangenent has been accept ed,
or a review or hearing were pending, in which case
of fset shoul d conmrence as soon as possible after a
hearing officer's decision affirm ng the debt.

b. The frequency and dol |l ar anpbunts of repaynents using
the following criteria:

(1) The amounts of the deductions will be conputed
in accordance with the policy at 10-41-120D of
this chapter

(2) Interest, admnistrative costs and | ate paynent
penal ties (under repaynent schedul es) are
assessed in accordance with the requirenents of
section 30.13 of the HHS clains collection
regul ation.

C. Amount s avail able for offset will be applied to
mul tiple debts in accordance with section 30.15(f) of
the Departnental clains regulation.

d. OPDI V/ conponents wi || inplenment Federal enployee
sal ary offset through ASPER s Pay System Divi sion.
It is the responsibility of the Pay Systens Division
to effect collection as well as transmt data to the
OPDI V/ conponent finance office for updating its
recei vabl es records. |If the Pay Systens Division
finds that the enployee is no | onger on the rolls and
if final salary and other paynments have already been
made, the debt will be referred back to the
appl i cabl e OPDI V/ conponent finance office for
resolution. See Exhibit 10-41-1 in this chapter.

e. I ndi vi dual debtors need not be screened agai nst the
payroll records of individual Federal agencies
outside HHS on a case by case basis. However
OPDI V/ conponent should, if practicable, initiate
requests at least biennially for a matching of their
del i nquent debtor files against the payroll records
of maj or Federal enploying agencies other than HHS
(e.g., the Departnment of Defense, the Veterans
Adm ni stration, etc.).
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2. Adm ni strative Ofset of O her Delinquent Debtors.

VWhen the debtor is not an enpl oyee and routine due
diligence efforts to collect delinquent debts have been
unsuccessful, the OPDl V/component shall, at a mninmum
performthe following steps to identify opportunities to
coll ect the delinquent anmounts by adm nistrative offset.

a. If the ampbunt of the debt exceeds $1, 000, and the
OPDI V/ conponent office has reason to believe that the
debtor may be receiving funds froma Federal agency
outsi de HHS, the OPDI V/ conponent shall contact the
ot her Federal agency or agencies that appear the npst
likely to have nade awards to the debtor (in view of
the nature of the debtor's business or activities) to
identify offset opportunities.

b. If the anmount of the debt exceeds $100 and the
OPDI V/ conponent has no information regardi ng any
Federal funds to which a delinquent debtor may
be entitled, the OPDIV/ conponent shall screen the
debt or against its and Departnental, contract,
personnel, central registry and/or paynment managenent
systens to identify offset opportunities.

(1) Wth respect to non-profit and for-profit
organi zati ons, the OPDI V/ conponent shoul d screen
del i nquent debtors agai nst grantees paid through
its accounting systemor the Paynent Managenent
System (PMS) and the contractors listed in the
HHS Departnental Contracts Information System

(2) Wth respect to nonetary audit and program
di sal | owances, if the OPDI V/ conponent does not
have a current award with the delinquent
reci pient, but an active award by anot her OPDI V
is identified, the fiscal office will make
formal arrangenents through PMS or the other
OPDIV to offset the indebtedness from nonies due
t he debtor.
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(3) Proposed PMS offset actions require witten
approval in advance by the Deputy Assi stant
Secretary, Finance and nust be fully supported
by documentati on showi ng that all of the
pre-offset requirenents of 45 CFR Part 30
applicable to the claimhave been met. O fsets
agai nst other OPDIV contracts nust be
coordinated with that OPDIV.

C. If the amount of the debt is $100 or |ess, nothing
shal | preclude an OPDI V/ conponent from seeking
opportunities for offset if it finds such action to
be in the best interest of the governnent (e.g., as a
precedent/deterrent).

d. Before offsetting grants by reduci ng paynments which
are otherw se made in advance of a recipient
i ncurring costs:

o] there nust be assurance that the recipient wll
i ncur additional allowable costs whose Federa
share is at |east equal to the amount of the
of fset plus the amount of funds actually
advanced.

o] If not, paynment by check should be requested.

GAO report AFMD 82-32 dated January 22, 1982, states
that "* * * it is

i nappropriate for the Governnment to effect

adm ni strative offset against advance paynents
because it mght have the effect of defeating or
interfering with the purpose of the grant, see, e.g.,
B- 71019, Decenber 14, 1976 * * *_"

F. Suspension, Term nation, and Conprom se. Please refer to part
10-40-50 of this chapter for policy and procedural guidance.

G Protection of the Governnent's Interest.

1. Sal ary O f set
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OPDI V/ conponents shall take immedi ate action to delay a
lump sum | eave final check, or final paynent, to a

del i nquent debtor whenever such action is necessary to
protect the Governnent's ability to recover the debt by
of f set .

a. The anmpbunt wi thheld shall not exceed the anount of
t he debt plus any accrued or anticipated interest,
adm ni strative cost charges and penalties.

b. OPDI V/ conponent shall pronptly send the debtor the
notice specified in section 10-41-120E for this
chapt er.

C. The OPDI V/ conponent shall not take final action to
effect offset of the debt fromthe w thhel d anount
until the procedures required in that section have
been exhaust ed. However, the OPDIV nust notify DPPO
in order to put a "hold" on any |unp sum paynent or
retirenment.

d. An appropriate refund will be paid to the debtor as
soon as practical after the debt, or a portion of the
debt, is found not to be owed.

2. Adm ni strative Ofset

a. OPDI V/ conponent finance offices may initiate
adm ni strative offset to collect a debt nore t han
10 years after the Governnent's right to collect a
debt first accrued pursuant to 31 U S.C 3716 and 4
CFR 102.3(b)(3), if facts material to the
governnent's right to collect the debt were not known
and coul d not reasonably have been known by the
official or officials of the governnent who were
charged with the responsibility to discover and
coll ect such debts. OPDIV/ conponent staff should
obtai n General Counsel assistance on offsetting debts
of this nature.

b. 5 CFR Part 831, describes adm nistrative offset
procedures for debts due the United States from
benefits or refunds payable to debtors fromthe Civil
Service Retirenent and Disability Fund, including
time constraints that Federal agencies nust observe
i n processing clains.
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OPDI Vs/ conponents nust provide a rel ease form signed
by the debtor to obtain information on the exact
anount of mnoney in the individual's retirenent
account. However, an agency may obtain information
as to whether or not there are any funds in the
debtor's account by contacting the foll ow ng OPM
records center:

O fice of Personnel Managenent
Retirenment and Insurance G oup

Enpl oyee Services and Records Center
P. O Box 45

Boyers, Pennsylvania 16017

Tel ephone: FTS 722-6308

10-41-130 PROGRAM DEFERRALS AND DI SALLOMNCES; AUDI T
DI SALLOMNCES - PUBLI C ASSI STANCE TYPE AWARDS

A

Public Assistance Type Awards.

These awards are broadly characterized as prograns authorized
under the Social Security Act (See "Public Assistance Type
Awar ds" under 10-41-20 Definitions). These prograns include:

ACF -

HCFA -

Aid to the Blind(AB and ABD) Title VI and X

Aid to Families with Title 1'V-A
Dependent Chi | dr en( AFDC)

Mai nt enance Assi stance - Title 1'V-A

Admi ni stration Costs(AFDC)

Mai nt enance Assi stance - Title 1'V-A
State and Local Training (AFDC)

Enmer gency Assi stance Title 1'V-A

Chil d Support Enforcenent Title I1V-D

Child Welfare Services Title 1V-B

Foster Care Title I'V-E

Adopti on Assi stance " "

Job Opportunities and Basic Title I'V-F
Skill's Training

Aid to the Permanently Title XIV and XVi
and Totally Di sabl ed( APTD
and AABD)

Medi cal Assi stance Paynents Title XIX

Medi cal Assi stance Paynents - Title XIX

Adm ni strative and Trai ning
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HCFA - Medi caid Survey and Title XI X
Certification

O G - Mdicaid Fraud and Abuse Title XIX

BACKGROUND AND STATUTORY REQUI REMENTS.

Under each of the prograns of the Social Security Act, the
Secretary has discretionary authority to determ ne the anpunt
and timng of paynments to the States. |In this term nol ogy,
paynents are the awards and funds represent the cash advanced
under the program The tim ng has been established as
quarterly. The ampunt of an award is determ ned based on State
quarterly estimtes, deferrals, disallowances and ot her

adj ustnments. Suppl enental awards are al so used for adjusting
(upward or downward) quarterly award anmounts. Overpaynents are
amounts paid to the States in excess of |egitimte expenditures
as determ ned by programofficials. Overpaynments can occur in
any program and the nethod of collection can vary by program

1. Medi cai d Program

Section 1903 (d) (2) of the Social Security Act provides

t hat overpaynents to the States in prior quarters are to
be collected by reduction of the next quarterly award.
Section 1903 (d) (5) of the Act provides that for an

over paynent of a State claimwhich has been disallowed by
the Secretary under Section 1116 (d) and if such State
files an appeal, the State has the option of either
retaining the funds or paying themto the Secretary
pending a final decision fromthe Departnental Appeals
Board (DAB). If the DAB uphol ds the disall owance or any
portion thereof and the State chooses to retain paynent of
the amount in controversy, the Secretary shall offset,
from any subsequent paynments made to such State, an anount
equal to the ampunt disallowed plus any applicable
interest for the period beginning on the date of the

di sal | omance notice and ending on the date of the DAB
deci si on.

Section 1903 (d) (5) of the Act sets the rate of interest
as the average of the bond equival ent of the weekly 90-day
Treasury Bill auction rates during such period. The rate
varies according to market conditions.
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2. Ot her Public Assistance Prograns

Sections 403 (b) (2);455(b) (2); 1003 (b) (2); 1403 (b)
(2); and 1603 (b) (2) of the Act al so provide that

assi stance overpaynents to the States in prior quarters
are to be collected by reduction of the next quarterly
award. Procedures for appeal of reductions to award
amounts are contained in 45 CFR 201. 15.

Interest will be charged in accordance with 45 CFR
Sections 30.13 and 30.14. Admnistrative costs and |late
paynment penalties, where authorized by statute,

regul ations or witten agreenents, are to be included on
debts arising under the Act in accordance with 45 CFR
Section 30.13 (d) (2).

C. Recordi ng and Recovery of Deferrals

A deferral action is the process by which an OPDIV suspends
paynment of a claimfor reinbursenent pending the receipt and
anal ysis of further information relating to the allowability of
the claim The OPDIV i mediately notifies the State by
deferring paynent of the claimon the grant award in which the
adj ustnent of the expenditures is taken. The OPDIV reduces the
grant award by the total anmount of questionable clains.

The State and the OPDIV have specific time franmes in which to
act on deferrals as explained in 45 CFR Section 201. 15.

The State does not have the option to retain the funds during

the deferral process. The OPDIV reduces the grant award. It

records the deferral as a contingent payabl e thereby recogni zing

its potential liability to the State. Resolution of the

deferral results in one of the foll owi ng actions:

o] The State withdraws the clains. The OPDIV reverses the
contingent payable. It takes no further action since it

is already in possession of the funds.

o] The OPDIV determnes the clains are allowable. It issues
an adjusting grant award paying the State's clainms and
reverses the contingent payable.

o] The OPDIV will issue an adjusting grant award paying the
State for the clains if it fails to reach a determ nation
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of allowability within the specified tinme franes. The

contingent payable will also be reversed.
0 The OPDIV will issue a disallowance notification if it
determ nes that the clains are not all owabl e. It wll

reverse the contingent payable and record the disall owance
in accordance with 10-41-130 D

Exhi bit 10-41-J shows the required major OPDIV actions
associ ated wth deferrals. Specific and detail ed
accounting procedures and transaction codes are shown in
Exhi bi t 10-41- K

Conti ngent payables wll|l be reported on Treasury Schedul e
220-9 and ot her debt management reports with the foll ow ng
suggest ed wor di ng:

"In addition to the receivables reported in this
section, there are contingent payables in the anmount
of $(Amount) relating to program deferrals pending
eval uation of additional information from program
reci pients.”

D. Recordi ng and Recovery of OPDIV Program Di sall owances

Program di sal | owances are the result of an OPDIV determ nation

t hat expenditures clainmed by the State are not allowable.
Program di sal | owmances can result froman OPDIV deterni nation on
a deferral or they can be a direct determi nation of

unal l owability.

All OPDIV organi zations are to foll ow the established
Departnment-w de policy for the recording and recovery of program
di sal | omances: (1) Overpaynments to States for unall owabl e
expenditure clains will be collected by the issuance of a
(negative or downward adjusted) supplenental grant award within
15 days of the expiration of the 30 day response tinme for
appealing a formal disallowance, the final determ nation of a
di sal | omance from the DAB, and/or the date the grantee drops an
appeal. (2) Al agreements (i.e. conpronise) and disall owance
letters are to be sent by "certified mail return receipt
requested"” to establish the receipt date by the State.

This approach is consistent with the requirenents of Sections
403 (b) (2); 455 (b) (2); 1003 (b) (2); 1403 (b) (2); 1603 (b)
(2); and 1903 (d) (2) of the Social Security Act.
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Section 1903 (d) (5) of the Act allows the States to retain
di sal l owed funds in the Medicaid program during the appea

process subject to interest charges should they lose. This
option is available to other prograns covered under the Act.

Programofficials are to pronptly notify the State and OPDI V

Fi nance office by letter of the amount to be disallowed. The

di sal | omwance notice should require the State to notify the OPDIV
program office by letter within 30 days of the date of the
notice if the State plans to appeal along with the anount being
appeal ed; and nust indicate whether it opts to (a) inmediately
repay the disall owed anmobunt bei ng appeal ed or (b) retain the
funds pending the outconme of the appeal to the DAB

When the DAB sustains the disall owance or any portion thereof,
the OPDIV shall issue a negative supplenental award for the
amount retained by the State plus any interest charges.
Interest is to be calculated fromthe date of the disall owance
letter to the date of the DAB decision. The award adj ustnent
must be nmade within 15 days after the DAB

decision and forwarded to the servicing finance office. 1In
difficult disallowances, the DAB may issue different types of
rulings as follows:

o] A split decision

o] Remand t he di sall owance to the OPDIV for further
determ nation of allowability

o] Undet er m ned di sal | owance anpunt

Whenever these types of rulings are rendered by the DAB the

OPDIV is to reach agreenent with the State within 60 days. |If
an agreenent can not be reached within this tinme period, the
OPDIV will (1) request a detailed audit or (2) return the issue

to the DAB for final resolution

The OPDIV is responsible for notifying the State within three
wor kdays after receipt of the DAB decision. The State has 30
days fromthe DAB decision to provide additional information and
docunentation to enable the OPDIV to nmake a determ nation on the
al | owabl e/ unal | owabl e anounts.

The OPDIV, in turn, has 30 days to review the information to

det erm ne unal | owabl e anounts. The State may appeal the OPDI V' s
determ nati on based on the | anguage of the DAB decision. After
a final determnation by the DAB the OPDIV then has 15 days to
coll ect the unall owabl e ambunts after the expiration of the
review period. The copy of the adjusting grant award sent to
the finance office nust clearly identify the disall owance
recovery anount. If a State opts to retain the funds during

t he appeal process and then decides to drop part of the appeal,
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the OPDIV will issue a negative grant award for the portion of
the di sall owance no | onger under appeal. Interest charges,
using the latest interest rates, will be calculated fromthe
date of the initial disallowance letter to the date the appea
is wthdrawn. The interest amount will be included in the
negative grant award anount which is forwarded to the finance
of fice.

The accounting policy requirenents differ according to the
participant's decision on appealing; exercising its option to
return the funds; and the final determ nation of the DAB

Exhi bit 10-41-J (pages 2 and 3) shows a matrix for required
OPDI V actions associated with disallowances. Specific codes are
shown in Exhibit 10-41-K

Payment of the disallowance will be considered to have occurred
on the date the adjusting supplenmental award was issued to
settle the program di sall owance. The collection will be

considered tinely, thereby satisfying debt collection criteria,
if the follow ng actions take place:

o] The issuance of the grant award reduction occurs within 15
days of the expiration of the State's all owed appea
response tinme or;

o] The issuance of the negative award occurs within 15 days
of the DAB's decision uphol ding the disallowance or; the
date on which the State decides to drop all or part of the
appeal .

o] In cases where offset does not occur within 15 days of a
final decision or in those cases where recovery is by
cash, interest is assessed on delinquent debts fromthe
date of the initial determnation letter through the date
of paynent.

The recordation of the receivable and the subsequent award
reduction may occur in the same nonth. However, it is still a
requirement to record these transactions so that the data w ||
be included in applicable Treasury Schedul e 220-9's and ot her
appropri ate debt managenent reports.

Program conti ngent payabl es for disallowances are closely
related to receivables for audit and program di sal |l owances. They
will be reflected on the Treasury Schedul e 220-9's and ot her
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appropri ate debt managenent status reports with wording simlar
to the foll ow ng:

“In addition to these receivables, there are $(Anmount) of
conti ngent accounts payabl e-audit disal |l owances and
$(Amount) of contingent accounts payabl e- program

di sal | omances from State's choosing to retain Federa
funds while the clainms are under appeal."

E. Recordi ng and Recovery of Mnetary Audit Di sall owances

OPDIV's will follow the policies and procedures in 10-41-130-D
for recording and recovering nonetary audit disallowances. That
section provides the Departnment-w de policies, processes, tine
frames and debt nmanagenent reporting requirenments. A matrix of
maj or actions and accounti ng procedures for audit disall owances
is contained in Exhibits 10-41-L and 10-41-M The finance office
is notified of an audit disallowance when it receives the
initial disallowance letter and the Ofice of Inspector Genera
Cl earance Docunent (OCD). The OCD is a multiple part form (see
Exhi bit 10-41-V) which separates the financial information to be
reported into the foll ow ng parts:

Part | Monetary and/or Non-Mnetary
Part Il Final Disposition of Accounts Receivable
Part 111 Funds Put to Better Use

Part | contains four dollar anpbunts which are necessary to
establish an Accounts Receivable. They are the Reconmended,
Sust ai ned, Adjusted and Account Receivabl e amount. Part 1I1
contains three anobunts which are necessary to arrive at the
final disposition of the receivable. They are the Ofset,

Coll ected and Wite-Of ambunts. Each of these anpunts are
described below. Part IIl - Funds Put to Better Use contains
anounts that are not to be entered into accounting systens.

o] Recommended Ampunt. This colum contains the anount
recommended by the O G as the final adjustnent for each
finding. Recommendations for financial adjustnents are
made when costs are questioned in the audit. Costs may be
guesti oned because of an alleged violation of a | aw,
regul ations or terns of a grant or contract. Costs may
al so be questioned because at the tinme of the audit they
were not supported by proper docunmentation or the
appropriate approval s had not been obtai ned.
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o] Sust ai ned Anpunt. The OPDI V/ STAFFDI V program of fi ci al
should record in this colum the anmount sustained as the
financial adjustnent to be made. This ampunt can be
sust ai ned hi gher or |ower than that reconmended by the

O G In those instances, an explanation of the change
must be provided in the "Action Taken On Recommendati on”
section.

o] Adj usted Anpunt. The OPDI V/ STAFFDI V should record in this
colum changes (+ or -) to the originally established
Sust ai ned Anmount as the result of additional docunentation
or other findings prior to establishing the anbunt of the
Accounts Receivable. Adjustments may also result fromthe
assessnent of interest and penalties. |n any instance
where there is an adjustnent, a cross referenced
expl anati on nmust be provided in the "Action Taken on
Recommendati on" section of the OCD

o] Accounts Receivable Anmpbunt. The cogni zant OPDIV/ STAFFDI V
should record in this colum the anmpbunt equal to the
Sust ai ned Ampunt | ess the Adjusted Anmpbunt. In instances
where a check is received, prior to the issuance of the
OCD, the Accounts Receivable Anmount will equal the
Sust ai ned Anpunt | ess the amobunt of the check. The anount
of the check nust be recorded in the Coll ected Anmount
colum of Part Il. Upon receipt of its copy of the OCD
the OPDI V/ STAFFDI V finance office should note the
accounting entry reference applicable to the check to
establish an audit trail between the OCD and the
accounting entry.

The Fi nance office should also note the date the receivable is
recorded on their books as an account receivable. Both entries
shoul d be noted in the "Docunentation/Justification" section of
the OCD. The accounting entry reference and date will not
appear on the OCD sent to the O G by the audit |iaison office
unless it is an amended or final OCD and the receivabl e was
previ ously booked.

Not e: Unl ess an O fset, Collection or Wite-off occurs prior to the
initial subm ssion of the OCD to the OG there will be no entries in
the follow ng colums by the OPDI V/ STAFFDI V until the action occurs.

o] O fset Anount. The OPDIV/ STAFFDIV should record in this
colum the anmount collected by offset against their own
grants or other OPDI V/ STAFFDI V/ AGENCY grants. The offset
is usually initiated by the programofficial and is
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acconpl i shed by issuing a negative grant award. |In these
i nstances an expl anation nust be provided in the "Action
Taken on Recommendati on" and the grant docunent referenced
in the "Docunentation/ Justification" sections.
Additionally, in certain instances the offset will be made
agai nst future grants. When an offset is against a future
grant or indirect cost rate adjustnment, an explanation
must be provided in the "Action Taken on Recommendati on”
section of the specific grant or rate adjustnment and nust

i ncl ude the expected tinme frame for action on the offset.
A final OCD is prepared when action on a future offset
occurs. Departnmental policies require interest be applied
to offset amounts and the interest should be included in
the of fset ambunt. Where interest is not to be applied an
expl anati on nmust be provided in the "Action Taken on
Recomendat i on" secti on.

o] Coll ected Anpunt. The OPDI V/ STAFFDI V should enter in this
colum the anpbunt of cash that was collected fromthe
auditee as a result of the established Accounts
Recei vabl e. Upon receipt of its copy of the OCD, the
OPDI V/ STAFFDI V finance office should note the accounting
reference applicable to the check to establish an audit
trail between the OCD and the accounting entry. Interest,
penalties and adm ni strative cost transactions should be
applied prior to any reductions in principal.

o] Wite-Of Amount. The OPDI V/ STAFFDIV should enter in this
colum the anmount that was witten off. The
OPDI V/ STAFFDI V nmust provide an explanation that cites the
authority for the wite-off along with the nane of the
aut horizing official in the "Final Action Taken/
Docunent ati on/ Justification" section. A copy of the OCD
along with detailed instructions for each Part regarding
the specific data entries for each bl ock and col um;
si gnatures required; document flow, anmended OCD s;
organi zational responsibilities; and disposition of fina
OCD s is contained in Exhibit 10-41-V.

In addition, the determ nati on docunent (Demand Letter or
any other witten communi cati on between the OPDIV and the
grantee) shoul d acconmpany the OCD

The audit disall owance should be pronptly recorded in the
accounting systemin accordance with OVB Circul ar A-50.
The initial entry will be the establishnment of an accounts
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Recei vabl e for the audit disall owance pending

appeal /litigation. This entry provides control over the
audit disallowance prior to and during the appeal process.
Monetary audit disallowances will be recovered through
the i ssuance of suppl enental negative award adjustnents.
Exhi bit 10-41-L (pages 1-3) shows a matrix for required
maj or OPDIV actions associated with nonetary audit

di sal | omances. Specific and detailed accounting
procedures and transacti on codes are shown in Exhibit 10-
41-M

F. Chargi ng I nterest and O her Costs.

1.

Gener al .

The issuance of an award reduction within 30 days of the
date of the initial determ nation letter is considered a
tinely collection and therefore elinmnates the need to
charge interest.

The time elapsing fromthe initial disallowance decision
to the date of the Departnental Appeals Board (DAB)

deci sion can be several nonths or longer. During this
time frame, interest charges shoul d be accrued. I nt er est
will be recorded in the accounting system when the DAB

i ssues a decision sustaining the disallowance

determ nation or at any tine when the recipient agrees

wi th the disall owance determ nation

The amount of interest and adm ni strative charges
coll ected and recorded are to be deposited into the
M scel | aneous Recei pts Accounts of the Treasury.

I nterest and Ot her Costs.

a. Medi caid Program  Section 1903(d)(5) of the Soci al
Security Act authorizes the charging of interest on a
di sal | omance fromthe date of the disallowance unti
the final decision (date of the DAB decision or the
date the recipient agrees with the disallowance), if
the State exercises its option to retain the federa
funds. The interest rate for Medicaid disall owances
is contained in 10-41-130 B (1).

b. All O her Public Assistance Prograns. Unl ess
ot herwi se authorized or prohibited by |aw or
regul ation, the Joint Federal Clains Collection
Regul ations (4 CFR Section 102) and the HHS Cl ai ns
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Col l ection Regul ations (45 CFR Section 30) authorizes
the charging of interest on a disallowance fromthe
date of the initial determ nation letter to the date
paynent is made unl ess paynment is received within 30
days of the date of the initial determnation letter.
Interest and other costs wll|l be assessed consi stent
with the criteria set forth in 10-41-130 B (2).

10-41-140 PROGRAM AND AUDI T DI SALLOWANCES- OTHER THAN PUBLI C

A

ASSI STANCE TYPE AWARDS

O her Than Public Assistance Type Awards

These types of awards are broadly categorized as Bl ock G ants,
Di scretionary Grants and Formul a Grants.

Bl ock Grants. The Omi bus Reconciliation Act of 1981 created
bl ock grant prograns for inplenentation by the Departnment of
Heal th and Human Services. The block grants repl aced

approxi mately 33 categorical prograns. Although the bl ock
grants prograns are intended to confer great discretion to the
States, sone of themplace limts on adm nistrative expenses
whereas others require State matchi ng funds.

Discretionary Gants. Those grants in which the amount of the
award and the decision to make the award are within the

adm ni strative discretion of the awardi ng agency. Typically
anong these types of awards are project period grants, research
and denonstration grants.

Formula Grants. Those grants in which funds are allocated to a
recipient (normally a State or |ocal Governnent) in accordance
with a distribution fornmula, statute or adm ni strative

regul ation for activities of a continuing nature and not
confined to a specific project. In sonme prograns the fornul a
grants also require the recipient to provide matching funds or

i n-kind services.

Backqground and Statutory Requirenents

Bl ock Grants

These awards were created by the Omi bus Reconciliation Act of
1981 and do not fall under the definition of Public Assistance
prograns although in sone instances they may serve the sane
clientele covered in 10-41-130. They confer greater discretion
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to the States in the adm nistration of the programs. |t should
be recogni zed that Social Services-Title XX and Soci al Services-
State and Local Training-Title XX were incorporated into the
Soci al Services Block Grant by the Omi bus Reconciliation Act in
FY 1982. HHS has the follow ng bl ock grant prograns:

ACF - Soci al Servi ces
- Low I ncome Honme Energy Assi stance
- Communi ty Services
PHS - Al cohol and Drug Abuse
- Preventive Health and Health Services
- Mat ernal and Child Care

I ndependent audits are required to be perforned either every
year or every two years. OPDIV awarding conponents are al so

aut hori zed to conduct conpliance reviews in several of the bl ock
grant prograns. Audit findings and results of conpliance
reviews are the basis for requiring the States to repay

i nproperly expended grant funds. |f a State refuses to repay
the funds then offset (see paragraph 2. page 114) or wi thhol di ng
of future grant paynments is authorized.

Di scretionary Grants

These grants consist primarily of project period grants (i.e.
denonstration, research, cooperative agreenents), training and
fellowship grants. Sone of these grants may require matching
funds. Expenditures are reported quarterly, sem -annually

and/ or annually on an annual Report of Expenditures. The grants
are subject to audit by the O fice of Inspector General and/or
the General Accounting Ofice. Programofficials may al so

di sal | ow expenditures in their review process. Gantees are
required to adjust their expenditures to the approved anount and
either return the excess cash or use it for other grant awards
by reducing their cash draws. Unused award authority is usually
carried forward to the next budget peri od.

Formula Grants

HHS adm ni sters various formula grant prograns. The fornul ae
for each are prescribed by statute and promul gated through

adm ni strative regulation. The fornulae are usually prorated
based on the percent of State population to the total United
States' popul ati on or target group popul ation; per capita incone
| evel s; matching fund levels or sinply a restricted dollar
amount (e.g., $1,400 per Full Tine Student). Reporting is
quarterly with an annual Report of Expenditures show ng program
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acconpli shnents and cunul ati ve expenditure data. Some prograns
provide for unused award authority to be used in the subsequent
year. Overpaynents can occur as a result of an audit

di sal | omance (e.g. mathematical error in application of a
formul a) and are collected using the established debt collection
pr ocedures.

Crosscutting Disall owance-Definition

This is a disallowance applicable to nore than one programin
one or nore Federal agencies, assignhed to a single Action
Oficial to resolve the findings on behalf of his or her agency
or in sonme cases several Federal agencies.

Recordi ng and Recovery of OPDIV Program Di sall owances

Program di sal | owances may result froman OPDIV determ nation
that: (1) expenditures clainmed by a grantee that are not

al l owable; (2) a grantee failed to remt interest earned on
grant funds; or (3) excess cash was drawn down but never used.

Al'l OPDI V/ conmponent organi zations will follow the established
Departnment -wi de policy (Section 10-41-130-D) for the recording
and recovery of OPDIV program di sal |l owances. All overpaynents
for unall owabl e expenditure clainms and any ot her disall owances
shall be collected in full by offset, unless a cash repaynent is
received within 30 days fromthe date of the final determ nation

letter. |If the grantee appeals the final determ nation to
either the OPDIV or the DAB or both, collection of the amount(s)
under appeal will be del ayed pending the outcome of the

Departnent's final decision.

This process requires that the grantee (as well as the OPDIV
Finance Ofice) be pronptly notified by letter from an
appropriate OPDIV official of the program di sall owance and the
anount of the disallowance. This letter should also require
that the grantee notify the OPDIV within 30 days of the mailing
date of the notification letter if the grantee is appealing the
di sal | omance al ong with the anount bei ng appeal ed; and nust

i ndi cate whether they opt to inmediately repay the disall owed
anount being appealed or to retain the funds pending the

outcome of the appeal. The grantee nust al so be advised that if
paynent is not received within 30 days fromthe date of the
letter, interest will be charged on the unpaid portion of the

debt fromthe date of the initial notification letter. All
di sal | owance letters nust also notify the grantee of the
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Departnent’s offset policy and are to be sent by "certified mail
return recei pt requested” to establish the receipt date by the

gr ant ee.

Cash repayments will be accepted at any tinme during the initial
30 day period followi ng notification of the disallowance. |If
full payment has not been nade after 30 days, the debt wll be

collected by offset. The offset approach is consistent with the
requi rements of the joint

Departnment of Justice and GAO regul ations at 4 CFR Section 102.3
and Departnental regulations at 45 CFR Section 30. 15.

1. Process for Collection By Ofset Wen No Appeal Is Filed

If the grantee either notifies the OPDIV that it will not file
an appeal or fails to communicate with the OPDIV, the

di sal | owmance shall be collected in full by the issuance of a
negative grant award within 15 days of the expiration of the 30
day response time for appealing a formal disallowance. An
exception to this policy can be made when the OPDIV docunents
and certifies that a lunp sumcollection of the full anount
owed woul d defeat the purposes of the program |In these cases
the grantee, in agreenent with the Finance Ofice, nmust arrange
to repay the debt through an extended paynment plan. All
agreement letters are to be sent by "certified" mail to
establish the receipt date by the grantee.

2. Process for Collection By O fset When Appeal |Is Filed

As stated above, when an appeal is filed, the grantee has the
option of either retaining the funds under dispute (45 CFR
Section 30.14) or returning themto the OPDIV pending a final
decision by the DAB. |If the grantee retains the funds and the
DAB sustai ns the disall owance or any portion thereof, the OPD V
shal |l issue a negative grant award in the anount upheld plus any
applicable interest charges. Interest shall be calculated for
the period beginning on the date of the initial disallowance
letter and ending on the date of the DAB decision. The OPDIV
shal |l issue the negative grant award within 15 days foll ow ng
the final DAB decision.

[ NOTE: The grantee may elect to remt the funds plus interest to
the Governnent, provided that such funds are received within the
15 day tinme period follow ng the DAB deci sion.]
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When a grantee appeals a disall owance, opts to retain the funds
during the appeal process and then decides to drop part of the
appeal , the OPDIV responsible official should issue and forward
a negative grant award for the portion of the disallowance which
is no |l onger under appeal.

Applicable interest charges calculated fromthe date of the
di sal |l owance letter to the date the appeal is dropped should
al so be included. The OPDIV shall issue the negative grant
award within 15 days fromthe date the appeal is w thdrawn.

In cases where the DAB renders a split decision or remands to
the OPDIV a conprom se or an undeterm ned di sal | owmance anount,
the OPDIV is to reach agreenent with the grantee within 60 days.
Wthin this tine period, the grantee has 30 days to provide
addi ti onal documentation/information to the OPDIV to enable them
to make a determ nation on all owabl e/ unal | owabl e ambunts. The
OPDI 'V has 30 days to review the information to determ ne
unal | owabl e anpbunts. |If agreenent is not reached within this
time period, the OPDIV will either arrange for a foll ow up audit
or refer the issue back to the DAB for resolution.

The OPDIV is responsible for nonitoring DAB decisions to ensure
pronpt grantee notification within five (5) workdays after
recei pt of the formal decision rendered by the DAB. The grantee
shal|l be apprised of the intent to collect through offset,

unl ess a check is received within 15 days of the date of the

of fset notification letter.

The OPDIV shall issue a negative grant award in the anount
determ ned to be unallowable within 15 days unless the grantee
remts a check for the amount of the debt, plus any interest
owed. Information on such disall owance recoveries nust clearly
be shown on the negative award docunent or on a special cover
sheet sent to the Finance Ofice.

3. Mai nt enance-of - Ef fort Requi r enent

O fset of Federal dollars against advances of grant funds does
not, in and of itself, collect a debt. Unl ess the grantee

repl aces the Federal dollars with non-Federal funds and uses
them on the project, the program has sinply been reduced by the
amount of the disall owance.

As authorized in 45 CFR 30.15(e), it is the policy of the
Departnment to assure that program | evels are maintai ned through
a mai ntenance-of-effort requirenent in cases where offset

agai nst advances of grant funds is used as a nethod of
collection. This neans that the grantee is required to maintain
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the specified programlevel by providing non-federal resources
in place of the federal dollars being offset. To effect this
requi rement, OPDIVs shall specify a non-Federal share
contribution in the ambunt of the Federal dollars being offset
on the negative award docunent. The net effect is that the
overall programeffort will remai n unchanged. The negative
grant award shall clearly state that the grantee is responsible
and accountable for the [additional] non-federal share
contribution. The [additional] non-Federal expenditures nust be
docunented and verified during a subsequent audit or on-site
conpl i ance revi ew.

If the OPDIV determ nes that the grantee is not likely to incur
addi ti onal costs, the grantee nust be renopved from an advance
met hod of paynent and pl aced on rei nbursenment. An offset of the
full amount will be made agai nst a subsequent SF-270, "Request
for Advance or Rei nbursenment,"” unless the OPDIV docunents and
certifies that a lunmp sumcollection of the full anpbunt owed
woul d defeat the purposes of the program In these cases the
grantee, in agreenment with the Finance Ofice, nust arrange to
repay the debt through an extended paynent plan. All agreenent
letters are to be sent by "certified" mail to establish the
recei pt date by the grantee.

4. Tinely Coll ection of Program Di sal |l owances

Final collection or paynent of the disallowance will be

consi dered to have occurred on the date the adjusting negative
grant award was issued and forwarded to the finance office to
settle the program di sall owance. Where a formal disallowance
letter is issued, collection will be considered tinely (i.e.,
satisfying debt collection criteria) if the issuance of the
negative grant award occurs within 15 days after the expiration
of the grantee's allowed response tinme. Furthernore, issuance
of a negative grant award within 15 days of the DAB's deci sion
uphol di ng the disall owance or within 15 days followi ng the date
the grantee decides to drop part or all of its appeal wll also
be considered tinely collection.

5. Accounti ng Procedures

Exhi bit 10-41-J (pages 2 and 3) shows a matrix for required
maj or OPDIV actions associated wth disallowances. Specific and
detail ed accounting procedures and transaction codes are
depicted in Exhibit 10-41-K
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Recordi ng and Recovery of Audit D sall owances

The underlying principle for recording and recovery of audit

di sal |l owances is that ampunts determ ned to be owed to HHS
regardl ess of the docunentation backup, are to be submtted to
the Finance office for formal recordation in the accounting
system and are subject to debt collection regulations. The

Fi nance office will be notified of an audit disallowance when it
receives a disallowance letter and an O G Cl earance Docunent
(CCD) fromthe Audit Resolution Office or by OS action officials
since there is no resolution or liaison office wwthin the Ofice
of the Secretary. This same organizational structure may al so
exist in the Regional offices particularly when the regiona
action official and the regional Finance office are the parties
i nvol ved in the disall owance.

The format and the content of the OCD are the sane as expl ai ned
in 10-41-130-E. A copy of the OCD along with detail ed
instructions for its conpletion are contained in Exhibit 10-41-
V.

Chargi ng I nterest and & her Charges

The authority to charge interest, penalty charges and

adm ni strative costs are provided in the Debt Collection Act of
1982, the Treasury Financial Manual (TFM 6-8000), the Federa

C ainms Collection Standards (4 CFR Sections 101-105), and the
HHS Cl ai ns Col | ecti on Regul ati ons (45 CFR Section 30). See
Section 10-41-90 for the policies to be followed to inplenent
the |l egislative and adm nistrative requirenments contained in the
referenced | egislation and regul ati ons.

Exhi bit 10-41-N shows a matrix for required OPDV actions for
Audit Di sal | owmances- Ot her Than Public Assistance prograns.
Speci fied and detailed accounting procedures and transaction
codes are shown in Exhibit 10-41-0
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10-41-150 Loan Asset Sal es

Loan asset sal es occur when Federal agencies originate |oans and sell
them to non-Federal investors. The |oan asset sal e program was

devel oped as a result of a Governnent programto reform Federa
credit.

A oj ectives of Loan Asset Sales Program The prinmary objectives
of the | oan asset sales programare to:
1. | nprove the nmanagenent and performance of |oan portfolios,
i ncl uding better | oan origination, docunentation and
servi ci ng;

2. More precisely neasure the Government subsidy inherent in
direct loans in order to inprove budgeti ng and accounti ng;

3. Reduce agency resource needs by transferring servicing and
collection functions to the private sector, when this
results in net savings; and

4. Count proceeds in the budget as offsetting collections in
the year of sale.

B. Loan Asset Sales Policy. Loan asset sal es guidelines have been
established to ensure that OPDI Vs/conponents neet the objectives
of the sales program and conformto established sal es
procedures. (See Exhibit 10-41-S Loan Asset Sal es Cuidelines.)
These gui delines establish policy for non-recourse sales and
standardi ze the | oan asset sal es process.

C. Preparation of a Loan Portfolio for Sale. Each year during the
preparati on of the President's Budget, |oan asset sale targets
will be set. In their annual budget subm ssions

OPDI Vs/ conponents should set forth sale plans and descri be the
credit managenent inprovenents to be realized as a result of the
sal es. OPDI Vs/conmponents should prepare portfolios of new | oans
and seasoned | oans for sale separately by:

1. Performng a review of loans to verify the accuracy of
paynment history and | oan bal ances, and availability of
| oan docunentation, and to ensure they neet private sector
standards for documentati on and accounting infornmation.

2. Evaluating the credit performance of the portfolio by
anal yzing | oan terns, Federal interest rates versus narket
rates, average outstandi ng bal ance, paynent history,
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nunber of | oans, geographic |ocation, delinquency/default
rates, and historical trends; and

3. Maki ng qualitative and quantitative determ nations of the
potential sale proceeds by comparing sales potential to
previous | oan sales fromthe sanme portfolio and/or simlar
Governnent portfolios that were sold, and by exam ni ng
current market conditions affecting sales of simlar
private-sector portfolios.

4. bt ai ning OMB and Treasury approval before initiating sale
program

D. Sel ection of Financial Advisor. Once the determ nation has been
made to initiate a borrower's prepaynment programor a | oan sale
to third parties, OPDIVs/conponents shall select a financial
advi sor through a conpetitive procurenment process conducted in
accordance with applicable procurement |aws. The contract
shoul d provide for retention of the financial advisor on a
mul ti-year basis. The financial advisor's responsibilities
i ncl ude:

1. Assessing the loan portfolio sales potential;

2. Recommendi ng sel ection of underwiters through a
conpetitive process;

3. Representing the interest of the OPD V/ conponent
t hroughout the entire sales process, including assisting
in negotiating the | oan sal es agreenent and any
representations and warranti es;

4. Provi di ng guidance in the preparation of filings required
by the Internal Revenue Service and the Security and
Exchange Conmi ssi on;

5. Maki ng recommendati ons on the acceptance of sale price
determ nations, consulting (wth underwiters) on the
fai rness and advantage to the Governnent of the price;

6. Analyzing projected proceeds fromalternative types of
sal e structures;

7. Recommendi ng approval or disapproval of the sale structure
proposed by underwriters.

8. Advising the agency on appropriateness of underwiter's
f ees;
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9. I dentifying and recomrendi ng i nprovenents in standards as
wel |l as in how the OPDIV/conmponent originates, nmanages,
and services its |oans; and

10. Perform ng a post-sale review as soon as possible after
cl osing, including econom c analysis of the sale and
assisting the agency in devel opnment of a managenent
i nprovenent pl an.

E. Sel ection of Underwiter. In the case of a "securitized sale,"
the OPDI V/ conponent is the seller of the |loans, not the issue of
the debt offering. Underwiters nust be selected by the
OPDI V/ conponent to conduct the sale. Underwiters are not under
contract to the OPDI V/conmponent and ultimately will work for the
purchaser of the | oans, who is also the issuer of the debt.

1. OPDI Vs/ conponents, in consultation with the financi al
advi sor, shall require that the services of underwiters
to carry out the sale be obtained through a non-federa
conpetitive procurenent.

2. The underwiters are responsible for:

a. Representing the purchaser of the | oans;

b. Recommendi ng the structure of the sale;

C. Provi di ng techni cal support for the purchaser's
request to IRS for tax rulings on the proposed sal e;

d. Drafting projections of sal es proceeds;

e. Provi di ng techni cal support in the preparation of the

purchaser's filing for SEC approval of the sale;
f. Devel opi ng requirenents for "naster services"
(purchasers of the |oans nay engage such
organi zations to service the portfolio and col |l ect
| oan paynents as their agent rather than perform
t hese; functions);
g. Fi nali zi ng sal es agreenents;
h. Pricing securities to be sold;

i Pur chasi ng securities; and
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F

j- Rem tting gross proceeds to Treasury or the
pur chaser, who then provides net proceeds to the
agency, in accordance with the statutes governing the
| oan program

Sal es Structure

1. OPDI Vs/ conponents shall establish a credit
managenent / sal es project team conprised of representatives
for policy, program contracting, accounting, finance and

| egal offices that will be involved with the sale. The
list of team nenbers -- identified by nane, title, address
and tel ephone nunber -- will be provided to OVB and
Treasury.

2. The OPDI V/ conponent, with the assistance of the financial
advi sor and the underwiters, will develop a detailed
i npl ementati on schedule for the sale for subm ssion to OVB
and Treasury for approval.

3. Wth the assistance of the financial advisor and
underwiters, the OPDIV/ conponent shall prepare a
prelimnary sale structure and plan. OWVB and Treasury
must review and approve the plan prior to the
OPDI V/ conponent decision. Once the plan is approved the
final authority to sell rests with the OPDIV/conponent.

4. The OPDI V/ component shall consult with OVB and Treasury
t hr oughout the sales process to ensure that sales remain
consistent with policy guidelines (see Exhibit 10-41-S).

Sal e of Assets

1. Upon approval of the plan by both OMB and Treasury,
OPDI Vs/ conponents shall enter into a sales agreenent with
a purchaser to conduct the sale.

2. It is incunbent upon the OPDIV/ conponent, with the
assi stance of the financial advisor, to keep OMB and
Treasury inforned of the subsequent sales transactions.

Assessnent of Credit Managenent | nprovenents.

OPDI V/ conponents shall conpl ete an eval uation of each asset sale
60 days after the sale. The evaluation shall include an
econom ¢ anal ysis and a managenent analysis. The econom c



HHS Chapter 10-41 Page 120
Departnental Accounting Manua
HHS Transmittal 92.2 (8/1/92)

anal ysis shall focus on the costs and benefits of the sale. The
managenent anal ysis shall focus on potential credit nanagement
i nprovenent in:

1. Fi nanci al systens;
2. Loan ori gi nati on;
3. Debt servicing; and

4. Quantification of the dollar savings inherent in each
credit managenent i nprovenent inplenented or propos
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APPLI CANT CERTI FI CATI ON - FEDERAL COLLECTI ON POLI Cl ES
EXAMPLE 1: CONSUMER DEBT

The Federal Government is authorized by law to take any or all of the
followi ng actions in the event your award results in a debt which
becones del i nquent:

o] Report your name and account information to a credit
bur eau.

o] Assess additional interest and penalty charges for the
period of time that paynent is not nade,

o] Assess charges to cover additional adm nistrative costs
i ncurred by the Federal governnent to service your
account .

o] O fset ambunts owed to you under other Federal prograns.

o] Ref er your account to a private collection agency to
coll ect the amount due.

o] Ref er your account to the Departnent of Justice for
litigation in the courts.

o] If you are a current or retired Federal enployee, take
action to offset your salary or civil service retirenent
benefits.

0 If an individual, refer your debt to the Internal Revenue

Service for offset against any anount owed to you as an
i ncone tax refund.

o] Report any di scharged i ndebt edness to the Internal Revenue
Service as taxable incone.

o] Suspend processing of future applications unti
del i nquency resol ved.

All of these actions can and will be used to recover any debt owed
when it is determned to be in the interest of the government to do
So.

Certification

I have read and | understand the foregoing.

Si gned:

Dat e:
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APPLI CANT CERTI FI CATI ON - FEDERAL COLLECTI ON POLI Cl ES
EXAMPLE 2: COMVERCI AL DEBT

The Federal government is authorized by law to take any or all of the
followi ng actions in the event your award results in a debt which
becones del i nquent:

o] Report your delinquent account to a credit bureau.

o] Assess additional interest and penalty charges for the
period of time that paynent is not nade.

o] Assess charges to cover additional adm nistrative costs
i ncurred by the Federal governnent to service your
account .

o] O fset ampbunts owed to you under other Federal prograns.

o] Ref er your account to a private collection agency to

col |l ect the anmount due.

o] Ref er your account to the Departnent of Justice for
litigation in the courts.

o] Suspend or debar you from doi ng business with the Federa
gover nnent .

All of these actions can and will be used to recover any debt owed
when it is determned to be in the interest of the government to do
So.

Certification

I have read and | understand the foregoing.

Si gned:

Title:

Conpany:

Dat e:
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Secretary of State Letter

I nquiry on Defunct Corporation

Refer to:

Secretary of State
(Conpl et e address)

Dear Sir:
This office has under consideration a matter concerning the

i ndebt edness of the . Qur records indicate
that the corporation nay no | onger be doi ng busi ness.

If it can be done wi thout charge, we would appreciate the current
address of the corporation as well as the names and addresses of its
officers and information as to whether the corporation is currently
legally incorporated in your state. In the event that the
corporation has been officially dissolved, we would |ike to know who
the receiver or trustee was, who received the corporate assets, and
who is the agent for service of process of this corporation.

A pre-addressed envel ope is enclosed for your use in replying.

Yours truly,
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Suggested Format for Final Demand Letter

Refer to:

M. John D. Smth
100 Main Street
Anywhere, U. S. A 10000

Dear M. Smth:

Further reference is made to your indebtedness to the United States
for , in the amount of $ . The purpose of this
letter is to afford you a final opportunity to voluntarily settle
this matter.

The Departnment of Health and Human Services is required by law to
take such action as is necessary to collect debts due the United
States. You are advised that, as of this date, we are assenbling all
pertinent evidence and information relating to this debt, and are
preparing your case for referral to the U S. Departnment of Justice
for the institution of suit against you without further notice.

As you were previously advised, pertinent regulations require the

assessnent of interest, penalty, and adm nistrative charges of your

debt. As of the date of this letter, those charges accrued are as

follows: interest ; penalty ; admi nistrative charges
The current interest rate is

Therefore, | request that you inmediately subnmt a paynent in the
total amount of $ , Which includes interest, penalty and
adm ni strati ve charges, made payable to the Departnent of Health and
Human Services. In the event that you are unable to nmake inmedi ate
paynment in full, you should conplete all itens on the encl osed

Fi nanci al Statenent* (see Exhibit 10-41-D) and return it to us so
that we may evaluate any alternatives that you may propose.

If we do not hear fromyou within 30 days, we will have no
alternative but to refer your debt to the Departnment of Justice for
collection. A pre-addressed envel ope is enclosed for your
remttance.

Yours truly,
Encl osures

*Do not use for enpl oyee debt.
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DEBTOR S FI NANCI AL STATEMENT

DEBTOR S PERSONAL | NFORVATI ON

Last Nane : First: M :
Soci al Security #: No. of Dependents:
Street: Cty: State: Z| P:

Marital Status:

DEBTOR S EMPLOYMENT AND | NCOVE | NFORMATI ON

Enpl oyer: Phone:
Addr ess:
Present Position: Annual Sal ary (G oss):

Rental Real Estate Omed (if any)

Rental Income (nonthly): Mort gage paynent (nonthly):
O her Incone (nonthly): Sour ce:

BANK | NFORMATI ON:

Bank or Institution: Type of Account:
Bank or Institution: Type of Account:
Bank or Institution: Type of Account:

LI ST ALL EXI STI NG DEBTS: (Loans, Mortgages, Credi Cards etc.):
Mont hl y Paynent:

Mont hl y Paynent:

Mont hl y Paynent:
Mont hl y Paynent:

Mont hl y Paynent:

Mont hl y Paynent:

Mont hl y Paynent:

Mont hl y Paynent:

Mont hl y Paynent:

e e e 0 K el 1 [

0. Mont hl y Paynent:

Subt ot al

Attach additional sheet if needed +

Total Monthly obligations:

Debtor's Signature Dat e:
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CERTI FI CATI ON OF | NDEBTEDNESS

DEPARTMENT OF HEALTH AND HUMAN SERVI CES
OPDI V
Conponent
Street Address
City, State, and Zip Code

Nanme of Debtor
Addr ess
1. | certify that | have exam ned the claimof the (Nane of OPDIV)
ggai nst , and find there is due the sum of
2. a. Descri be the debt and how it arose.
b. Specify the ternms of the contract which were breached by
t he debtor.
C. Cite the evidence of file which supports:
(1) The conclusion that a breach occurred.
(2) How the anmount owed was determn ned.
d. Cite any pertinent HHS regul ati ons whi ch authori ze

THIS I'S A SAMPLE FORVAT.
MANNER.

recovery of the debt upon which the claimis based.

Signature and Title of O ficial Signing Docunent

Tel ephone

Z -

'S NOT TO BE REPRODUCED I N ANY
I'T

IT WLL BE TYPED S ENTI RETY EACH Tl ME PREPARED
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SAMPLE LETTER
REFERRAL OF DEBT TO ANOTHER FI NANCE OFFI CE
(See Section 10-41-110D. for Expl anation)
June 13, 1987
Referral of Delinquent or Uncollectible Debt -- HCFA 87-3

TO Director, Division of Accounting, HCFA

Enclosed in TAB A is evidence of unsuccessful attenpts to collect

excess cash that resulted froma deobligation of award

effective January 5, 1986, involving CAN 60500007. $

excess cash was wi thdrawn by the recipient which has not been
recovered. The details showing the history of the obligation,

paynments, disbursenents, collections, etc. are in TAB B.

I nterest has accunul ated on the debt through June 30, 1987 in the

amount of $ . The period covered by the interest charge,

interest rate, and resultant calculations by nonth are in TAB C al ong

with details supporting adm nistrative cost charges of $

and | ate penalties of $
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In July, 1987 our records will be adjusted to reflect this referra
and in accordance with Departnental procedures, you should adjust
your records accordingly.

If you have questions, please contact

at (Phone Nunber)

Director, Financial Assistance Financing D vision

Encl osures: A, B, and C
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TRANSACTI ONS FOR TRANSFERRI NG ACCOUNTABI LI TY OF
ACCOUNTS RECEI VABLE

TC 062(R) Cancel the advance paynent to PMS

1012 Disbursenents 000- 599 61.71
(G her than Payroll) 900- 999

1413 Advances to Governnent and Non- Gover nnment
Agenci es

This TC 062(R) wi |l be recorded by both PM5 and the OPDIV, using a
number ed journal voucher, to cancel the entry initially processed as
a cash advance. Sinultaneously, the OPDIV will need the followi ng TC
070 or will forward the entry by journal voucher to be recorded by
the Region if the advance is identified to a Regional award and
collection action and/or witeoff is to take place at that |evel.

TC 070 Recl assi fyi ng overadvance nade through the Paynent
Managenent System as account recei vable for OPDI V/ Regi on

collection/witeoff.

1312 Refunds Recei vabl e - Non- Gover nnent 000- 599
900- 999 61.71

1012 Di sbursenments (O her than Payroll)

NOTE: This TCis to be used only with the 062(R) transacti on.
It reestablishes the advance of cash made to a recipient as an
account receivable rather than as an advance of cash made in
anticipation of services to be received through the grant award.

Alternatively, the OPDIV may record all TC 070 transacti ons at
the headquarters |l evel and transfer the receivable to the
Regi onal office as foll ows:
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TC 289 Transfer of Accounts Receivable

Sendi ng OPDI V

1933 All O her Transfers 000- 599 81. 16
900- 999

1313 Ceneral /Trust Fund Recei pts Receivable
G CGover nnment
N Non- Gover nnment

TC 28G Recei pt of Uncoll ected General Fund Receipts

Recei vi ng Regi on

1313 Ceneral /Trust Recei pts Receivabl e 000- 599 81.16
G Gover nment 900- 999
N Non- Gover nnment

1943 Al O her Transfers
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SAMPLE NOTI CE OF EMPLOYEE | NDEBTEDNESS
[ Where necessary, explanations are provided for in brackets]

Dat e:

From

Subj ect : Certification of (Type, i.e., Travel, etc.)
Over paynent

To: NAME:
SS NO
TK NO

A review of our records indicates that you received an:
- over paynent of salary
- over paynent of award

The precise anmobunt of the overpaynment is [ $_ GRGCSS, $ NET]. The

audit and summary sheet are attached for your information explaining
the reason for and when the overpaynment occurred.

To settle this debt, you should rmake direct paynment, by check or
money order, in the full net anpbunt of the indebtedness within 30
days fromthe date of this notice. Your personal check or noney
order shoul d be made payabl e to OPDI V/ conponent, and include your

Soci al Security Nunber. |If does not receive

paynment by check or noney order within 30 days fromthe date of this

notice, salary deductions in anpunts not to exceed $ of your
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di sposable pay will be nade biweekly until the anmount of the debt,

including interest and adm nistrative costs, is satisfied.

Mai | paynment to:

You may el ect to have this debt deducted fromyour salary by the
m ni rum i nstal | ment paynment schedule, which is a | unp sum paynent for
debts up to $50. 00, approximately $50. 00 each pay period (26) for
debts of $50.00 to $1,500, and up to 78 equal paynents for debts
above $1,500. You may al so designate a greater anobunt to be deducted

fromyour salary.

Wthin 15 days fromthe date of mailing [or hand

delivery] of this notice you may :

a. Request copi es of agency records pertaining to the debt.

b. Submit a witten request for a review by an agency official of
the existence or ampbunt of the debt if you have reason to
bel i eve that you are not indebted, or the above mount is
incorrect. The request must raise a genuine issue of fact or
law. A request for this purpose is encl osed.

If you wish to challenge the existence or the amount of the

over paynent through review, you should know that:
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a.

the request nust be in witing;, nust state each agency

concl usion which is being disputed and the reasons for the

di spute, and nust identify supporting w tnesses w th know edge
and include or identify supporting docunents.

The request nust, on its face, sufficiently raise a genuine

i ssue of fact or |aw.

Unl ess you make direct payment or request collection by salary
deduction, the overpaynment will not be collected while a
tinely filed request for review or for an alternative
repaynment schedul e is under consideration by the agency.
However, interest at an annual rate of percent [The
rate is the current value of funds rate published in the
Treasury Financial Manual and in effect at the tinme of notice]
will accrue fromthe date of mailing of this notice.

If the request is spurious, frivolous, or otherwise fails to
rai se a genuine issue of fact or law, the request will be
denied. Also, the debt will be deened to be overdue 31 days
fromthe date of mailing of this notice, and you may be
charged adm nistrative collection costs and, if the debt is
nmore than 90 days overdue, |ate paynent penalties or

percent per annum
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e. You may be subject to (1) disciplinary action under 5 CFR Part
752 or other applicable authority, and (2) crimnal or civil
penal ties under applicable |aw for any know ngly fal se,
spurious, or frivolous statenments, representations, or

evi dence made or presented.

Si gnature

Attachment [ s]
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SAMPLE | NDEBTEDNESS PAYMENT AGREEMENT ELECTI ON FORM

Pl ease check the appropriate space below, sign the sheet, and return

it to

Si gned:

Soci al

| elect to pay the full amunt of ny indebtedness.

My check or noney order is enclosed for the Net anount.

I elect to pay ny indebtedness through biweekly deductions
fromny salary using the mninmuminstall ment paynent schedul e.
I am aware that the debt could be subject to interest and

adm ni strative costs.

I elect to pay ny indebtedness through biweekly deductions
fromny salary of $ .| understand that this anmount can
be larger than the mninmuminstall ment paynent and that the

debt could be subject to interest and administrative cost.

Dat e:

Security Nunber:
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SAMPLE
REQUEST FOR REVI EW OF | NDEBTEDNESS BY AN AGENCY OFFI Cl AL

Pl ease check the appropriate space below, sign the sheet, and return

it to:

If you request a review, please enclose a separate statenent
provi ding the conclusions which you are disputing and the reasons for
the dispute. Also, identify any supporting w tnesses, and
i ncl ude or identify any docunents that support your request. A
return envel ope is enclosed for your use.
I request that an official review ny indebtedness. A
separate statenent is encl osed.
I request a paynent schedule to satisfy ny indebtedness
bel ow t he m ni mum paynent schedul e because of extrene
financial hardship. A separate statenment is encl osed
i ndi cating the true nature of the hardship.
I do not request a review of ny indebtedness by an

agency official.

Si gned: Dat e:

Soci al Security Nunber:
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SAMPLE ACKNOW EDGEMENT LETTER

Dat e:

Dear | ]

This is to acknow edge recei pt of your request for a hearing on your

i ndebt edness to the United States. It was received in this office on

[ l.

Your request will be reviewed for sufficiency and you will be
notified of the results of the review and subsequent action that w ||

be taken no later than | dat e ].

Si ncerely yours,
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SAMPLE NOTI CE OF HEARI NG DENI AL

[ Where necessary, explanations are provided in brackets]

Dear | ]:

This is to informyou that your request of [use date of enployee's
request] for review of [either the existence or the anmount] of your

i ndebt edness to the Departnent of Health and Human Servi ces has been
denied. This action was taken because your request, on its face, did
not sufficiently raise a genuine issue of fact or law. [If the
request raised a genuine issue of fact or law, it can be denied if
the enployee failed to identify supporting w tnesses with know edge

and failed to include or identify supporting docunents.]

[ Signature ]
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Certification for Collection of Enployee
Del i nquent Debt by Salary O fset

Dat e: Type of debt (1)
Anount (2)
SS# (3)
TK# (4)
From (5)
Subj ect : Recovery of Enpl oyee Debt Due U.S. Governnent
To: Director, Division of Personnel and Payroll Operations
(DPPO

Ofice of the Secretary

(6) has an out standi ng i ndebtedness with
t he Departnment of Health and Human Servi ces.

We have been unsuccessful in our attenpts to recover the outstanding
i ndebt edness of the above naned enpl oyee. W are requesting you to

wi thhold up to $ (7) of the enpl oyee's disposal pay per pay
period, until the debt is satisfied.

The SF-1081's or other docunent(s) evidencing collection to the
appropriate account should be nailed to the foll owi ng address:

(8)

Contact Nanme and Phone Nunber: (9)
Apply to Agency Location Code: (10)
Payrol | Nunber (11)
Appropriation (12)

I certify that this claimis correct and that all due diligence
requi rements by | aw regul ati on have been afforded the enpl oyee.

Si gned
(13)
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(14) Attachment s:
1. Copi es of Delinquent Notice(s)
2. Copy(i es) of Advance of Funds
3. Copy of Other Evidence of |ndebtedness

(1) Identify the type of debt (e.g., travel advance, phone bill).
(2) Total anount of debt.

(3) Soci al Security nunber of enployee owi ng the debt.

(4) Ti nekeeper number of enpl oyee ow ng the debt.

(5) O fice requesting the offset.

(6) Ful | nanme of the enpl oyee ow ng debt.

(7) Amount to be withheld, each pay period.

(8) Address of accounting office where funds are to be transferred

after collected from debtor.

(9) Nanme and phone nunber of contact person famliar with the
i ndebt edness.

(10) Agency Location Code (ALC).

(11) Payrol | Nunmber (CAN).

(12) Appropriation to be credited for the collection.
(13) Si gnature of Finance Oficer

(14) Document s evi denci ng enpl oyee debt.
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PUBLI C ASSI STANCE TYPE AWARDS

Page 1

MATRI X OF MAJOR ACTI ONS FOR PROGRAM DEFERRALS

Deferral Action

G ant Award
Action

- and-

Account i ng
Action

|. Deferral Taken

1. State Wt hdraws
Expendi ture
Cl ai ns

I11. OPDIV Approves
St at e Expen-
ditures Cl ains

V. OPDIV Deter-
m nes Def er -
red State
Expendi t ur es
Clains are
Unal | owabl e
and | ssues
D sal | owance
V. a. OPDYV
Cannot
Make Tinely
Det er m na-
tion on -
Al | owabi -
lity of
Def err al

| ssue Suppl enent a
Award - Decreasing
Funds TC 050 (R

No Action Required
(OPDIV in Possession
of Funds)

| ssue Suppl enment
Awar d -
I ncreasi ng Funds
TC 050

No Action Required
(OPDIV in Possession
of Funds)

| ssue Suppl enent a
Awar d -
I ncreasi ng Funds
TC 050

Record Conti ngent
Payabl e -
Deferral TC 501

Rever se Conti ngent
Payabl e -

Deferral TC 501 (R

Rever se Conti ngent
Payabl e -
Deferral TC 501 (R
Record Expenditures
TC 084/181 **

Rever se Conti ngent
Payabl e -
Deferral TC 501 (R)

Record Conti ngent
Payabl e -

Pr ogram
Di sal | owance
TC 503 *

Rever se Conti ngent
Payabl e -
Deferral TC 501 (R
Record Expenditure
TC 084/181 **
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PUBLI C ASSI STANCE TYPE AWARDS
MATRI X OF MAJOR ACTI ONS FOR PROGRAM DEFERRALS

Deferral Action Grant Award - and- Account i ng

Action Action

NOTE:

b. Upon OPDI V
Det erm nati on

of All ow
ability:
- State No Action Required
Expendi ture
C ai s
Appr oved
- State | ssue Suppl enment al Reverse (V.a.) Expen-
Expendi ture Award - ditures
Cl ai ns Decr easi ng Funds TC 084/181 (R
Not Appr o- (To return Funds Record Conti ngent
ved and to OPDI V) Payabl e -
Di ssal | ow TC 050 (R Program Di sal | owance
ance | ssued TC 503 *
OPDI V nust determ ne what docunentation will be used to support

accounting transactions.

These actions resulting in a disallowance are repeated on next
page: Program Di sall owance Action.

OPDI 'V has the option to record gross expenditure fromthe submtted
report of Expenditures and adjust the basis of issuance of

deferral /disall owmance follow ng review by Program O ficial in |lieu of
recordi ng approved expenditures follow ng the review and

determ nation of the Program Oficial .
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PUBLI C ASSI STANCE TYPE AWARDS
MATRI X OF MAJOR ACTI ONS FOR PROGRAM DEFERRALS

Program Grant Award - and- Account i ng
Di sal | owance Action Action Action
I. Disallowance Suppl enental Award From Deferral Action
| ssued As a | ssued - Decreasing V. and V. b.
Result of a Funds (State has no Conti ngent Payable -
Def err al Option to Keep Funds) Program Di sal | owance
TC 050 (R TC 503

FURTHER ACTI ONS UNRELATED TO DEFERRAL

Il a. Disall ow | ssue Suppl enment al Record Conti ngent
ance |ssued Award - Payabl e -
(OPDIV to Decr easi ng Funds Program Di sal | ow
Hol d Funds) TC 050 (R ance TC 503
b. Disallow No Action Required Record Receivabl e -
ance |ssued Ant i ci pated Reco-
(State to very - Program
Hol d Funds) Di sal | owance
TC 342
I11. Disall owance No Action Required Rever se Conti ngent
Not Appeal ed Payabl e -
a. OPDV Hol - Program Di sal | ow
di ng Funds ance TC 503 (R
b. State Hol - | ssue Suppl enment al Reverse Receivable -
di ng Funds Award - Ant i ci pated Reco-
Decr easi ng Funds very - Program
TC 050 (R Di sal | owance

TC 342 (R
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Page 4

PUBLI C ASSI STANCE TYPE AWARDS

MATRI X OF MAJOR ACTI ONS FOR PROGRAM DEFERRALS

Pr ogram
Di sal | owance Action

G ant Award
Action

- and-

Account i ng
Action

IV. Disall owance
Appeal ed
a. State Opts
to Return
Funds

b. State Opts
to Retain
Funds

| ssued Suppl enent al
Award - Decreasing
Funds TC 050 (R

No Action Required

DEPARTMENTAL APPEALS BOARD ACTI ONS

V. a. Board
Sust ai ns
State's
Appeal
1. State

Hol di ng
Funds

No Action Required

Rever se Recei vabl e -

Anti ci pated Recovery-
Program Di sal | owance
TC 342 (R) and
Record Conti ngent
Payabl e - Program

Di sal | owance TC 503

Ret ai ns Anti ci pat ed

Recovery status, al-
t hough i nterest
accrues from di sal -
| owance deci si on,
interest will be
recorded retroacti -
vely follow ng a
sust ai ned GAB
deci si on

Rever se Conti ngent

Recei vabl e -
Program Di sal | owance
TC 342 (R

Record Expenditures

TC 084/181 **
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PUBLI C ASSI STANCE TYPE AWARDS
MATRI X OF MAJOR ACTI ONS FOR PROGRAM DEFERRALS

Program Grant Award - and- Account i ng
Di sal | owance Action Action Action
2. OPDIV | ssue Suppl enment al Rever se Conti ngent
Hol di ng Award - |ncreasing Payabl e -
Funds Funds TC 050 Program Di sal | owance
Advi se State to In- TC 503 (R
crease Expenditures Record Expenditures
TC 084/181 **
b. Boar d | ssue Suppl enment al Rever se Conti ngent
Deni es Award - Decreasing Recei vabl e - Program
State's Funds (In line with Di sal | owance TC 342
Appeal DAB Deci si on and Record Interest and
1. State for Applicable Di sburse from
Hol di ng Interest) TC 050 (R Appropriation
Funds Advi se State to Reduce TC 139 and TC 190
Expendi t ur es Deposit Interest to

M scel | aneous
Recei pts Treasury

TC 224
2. OPDV No Action Required Rever se Conti ngent
Hol di ng (Award was Previously Recei vabl e - Program
Funds Adj usted and OPDI V Di sal | owance

has Funds) TC 503 (R
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PUBLI C ASSI STANCE TYPE AWARDS

MATRI X OF MAJOR ACTI ONS FOR PROGRAM DEFERRALS

Pr ogram
Di sal | owance Action

G ant Award
Action

- and-

Account i ng
Action

cC. Boar d

Reduces

D sal | owance

1. State
Hol di ng
Funds

2. OPDV
Hol di ng
Funds

| ssue Suppl enment al
Award - Decreasing
Funds (In line with
DAB Deci sion and for
Applicabl e Interest
t he Reduced Anount
of Disal |l owance to
be Col |l ect ed)
TC 050 (R) for the
amount of disall ow
ance expenditures
pl us interest accrued.

| ssue Suppl enment al
Award - I|ncreasing
Funds (In Line with
DAB Deci sion) TC 050
for the Expenditures
Appr oved

Rever se Conti ngent
Recei vabl e - Program
Di sal | owance (For
Entire Amount of
Program Di sal | owance)
TC 342 (R

Record Interest on the
Amount Accrued for
the Adjusted Dis-
al | owance & Di sburse
from Appropriation
TC 139 and TC 190

Deposit Interest
M scel | aneous
Recei pts of Treasury
TC 224

Record Expenditures for
or the Anount
Appr oved
TC 084/181 **

Cancel Conti ngent
Payabl e - Program
Di sal | owance (For
Entire Amount of Pro-
gram Di sal | owance
TC 503 (R

Record Expenditures for
Armount Approved
TC 084/181 **
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PUBLI C ASSI STANCE TYPE AWARDS
MATRI X OF MAJOR ACTI ONS FOR PROGRAM DEFERRALS

Program Grant Award - and- Account i ng
Di sal | owance Action Action Action
NOTE: OPDI V nust determ ne what docunentation will be used to support
accounting transactions, i.e., grant award, letters, etc.
** OPDI 'V has the option to record gross expenditures fromthe

subm tted Report of Expenditures and adjust on the basis of

i ssuance of deferral/disallowance foll ow ng review by Program
official in lieu of recording approved expenditures follow ng the
review and determ nation of the Program O ficial.
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ACCOUNTI NG PROCEDURES FOR PUBLI C ASSI STANCE TYPE
PROGRAM DEFERRALS AND DI SALLOAMNCES

Recordi ng of Expendi tures

Expendi tures are approved based upon a review by the Program G ant

O ficial and by the Departnental Appeals Board (DAB) when there is an
appeal by the program partici pant of any ampunts di sal | oned.
Expenditures not approved result in a deferral or disallowance.

These procedures are witten on the basis that expenditures are
recorded in the accounting records when approved by the program grant
official, following the decision to defer or disallow a portion of
the participant's reported expenditures. However, OPD Vs may el ect
to record, prior to the conpletion of the review, the gross

expendi tures as submtted by the program partici pant and subsequently
adj ust the recorded expenditures for any portion to be deferred or

di sall owed. OPDIVs also may elect to record expenditures based upon
program participant's reported cash di sbursenments fromthe Paynent
Managenent System

Deferral Notice is Issued (OPDIV To Hold Funds)

These entries are made at the tine the deferral is subtracted from
the final award or a negative award is issued to recover the anpount
def erred.

(1) TC 501
O C 25, 41
DEBI T 9700 Conti ngent Accounts - Contro
CREDI T 9771 Conti ngent Accounts Payable - Deferrals
- and-
(2) TC 050 (R
O C 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4612 Al'l owances Avail able for Comm tnent/

bl i gation
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Program Partici pant Does Not Contest The Deferral And Wt hdraws
Cl ai ned Expendi tures

VWhen the participant agrees with the deferral action and does not
pursue action to substantiate the expenditures, the prior entry to
hold the deferral as a contingent payable is canceled. No further
action is required as the OPDIV has recovered funds by the issuance
of a decreased award.

(3) TC 501 (R

O C 25, 41
DEBI T 9771 Conti ngent Accounts Payable - Deferra
CREDI T 9770 Conti ngent Accounts - Contro

Review O Information From Participant On Deferred d ains

Following a review of the informati on submtted by the program
partici pant concerning the deferral of the approval of expenditures,
the Programi Gant Official will approve or disapprove the

expendi tures. The accounting treatnent differs depending on the tine
that is taken in validating the claim Entries 4 through 8 apply
when the review takes place within the tine |imt established with
the OPDIV retaining funds. Entries 9 through 11 apply when the tine
expires and the OPDIV returns the funds to the program parti ci pant
pendi ng conpl etion of the review of deferred expenditures. The end
result is that the deferral is cancel ed when expenditures are
approved or the deferral becones a formal disall owance when

expendi tures are di sapproved.

Def erred Expenditures Are Approved (Wthin Review Tine Limt -
OPDI V_Hol di ng Funds)

When the review is conpleted in the tine permtted the entries wll
be to cancel the deferral, increase the current award or issue a
suppl emental award (to cancel the reduction taken when the deferra
was issued), and to record the approved expenditures.

(4) TC 501 (R)

O C 25, 41
DEBI T 9771 Conti ngent Accounts Payable - Deferrals
CREDI T 9770 Conti ngent Accounts — Contro

- and-
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(5) TC 050 (R)

O C 25, 41

DEBI T 4612 Al | owances Avail able for
Commi t ment/ Cbl i gati on

CREDI T 4800 Undel i vered Orders

- and-

(6) TC 084 (R) or TC 181 (B) according to OPDIV procedure for
recordi ng expendi tures or cash di sbursenents from PMS. *

oC 25, 41

DEBI T 4800 Al'l owances Avail abl e for
Commi t ment/ Cbl i gati on

CREDI T 4900 Expended Appropriation

Def erred Expenditures Are Not Approved - Disall owance Notice Is
| ssued (OPDIV Hol di ng Funds)

These entries are made to nove the deferred claimto a fornal

di sal | omance when program partici pant does not respond to the
deferred notice or after review of the information requested a
decision is made to disallow the expenditures.

(7) TC 501 (R

O C 25, 41
DEBI T 9771 Conti ngent Accounts Payable - Deferral
CREDI T 9770 Conti ngent Accounts - Control
- and-
(8) TC 503
O C 25, 41
DEBI T 6905 O her Expenses - Unfunded
CREDI T 2920 Contingent Liability - Unfunded

*NOTE: For sinplification, only the (B) funding portion of this
transaction is shown in these procedures.
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Funds Returned To Program Partici pant Pendi ng Review & d ai m For
Def erred Expendi tures

If the reviewis not conpleted within the tine permtted according to
statutory limtations the OPDIV is required to increase a current
grant award or issue a supplenental award (to cancel the previous
reduction taken when the deferral was issued) which permts the
participant to hold the funds pending resolution of the deferred
claim The OPDIV will record the expenditures as approved pendi ng
resol ution.

(9) TC 050
O C 25, 41
DEBI T 4612 Al | owances Avail able for
Commi t ment/ Cbl i gati on
CREDI T 4800 Undel i vered Orders
- and-
(10) TC 501 (R
OC 25, 41
DEBI T 9771 Conti ngent Accounts Payable - Deferrals
CREDI T 9770 Conti ngent Accounts - Control
- and-

(11) TC 084 (B) or TC 181 (B) according to OPDIV procedures for
recordi ng expendi tures or cash di sbursenents from PMs.

O C 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4900 Expenses Appropriations
When the review is conplete the following entry will be nmade to

record any di sapproval of expenditure as a formal disallowance:

Def erred Expendi tures Are Approved (Program Partici pant Hol di ng
Funds)

No action or accounting entries are required as funds were returned
and expenditures recorded as approved in (9) and (11).
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Def erred Expendi tures Not Approved - D sall owance Notice |Is |ssued
(Program Partici pant Hol di ng Funds)

These entries are made to nove the deferred claimto a disall owance
and to decrease the current award or issue a negative award to
recover the funds returned to the program partici pant when the
deferred action was not conpleted within the proper tinme frane.

NOTE: (B) entry only of TCs 084 and 181 is shown to shorten
pr ocedures.
(12) TC 503
O C 25, 41
DEBI T 6905 O her Expenses - Unfunded
CREDI T 2920 Contingent Liability - Unfunded
- and-
(13) TC 050 (R
OC 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4612 Al'l owances Avail abl e for

Commi t ment/ Cbl i gati on
- and-
(14) Reverse (11) expenditures approved pendi ng conpletion of review
DEBI T 4900 Expended Appropriations
CREDI T 4800 Undel i vered Orders

Di sal | owance Notice Is Issued (No Deferral Taken) (OPDIV To Hold
Funds)

This entry is nade at the tine the disallowance is subtracted from
the final award or a negative award is issued for the disall owed
anount. A conpanion entry will be the recording of the expenditures
fromthe quarterly report, according to OPDIV option to initially
record reported expenditures or the later approved expenditures.
Expenditures may al so be recorded from PM5S cash di sbursenents dat a.




HHS Exhi bit 10-41-K Page 6
Departnental Accounting Manua
HHS Transmittal 92.2 (8/1/92)

(15) TC 503
O C 25, 41
DEBI T 6905 O her Expenses - Unfunded
CREDI T 2920 Contingent Liability - Unfunded
- and-
(16) TC 050 (R
O C 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4612 Al'l owances Avai l abl e for

Commi t ment/ Cbl i gati on

Di sal | owance Notice Is Issued (No Deferral Taken) (Program
Partici pant To Hol d Funds)

This entry is nade at the tinme the review of the expenditures is

conpl eted but prior to the adjustnent of the award; thus, the program
participant retains the funds at this point. Later, if an appeal is
to be made, the program participant has the option to return the
funds (See entry 23).

(17) TC 342
O C 25, 41
DEBI T 131A Accounts Receivables - Anticipated
Recoveries - Program Di sal | owances
CREDI T 1319 Al'l omance for Loss on Accounts Receivabl e

- Unfunded

Statutes permt the program participant to appeal disallowances to
the DAB within 30 days of the notification. The accounting entries
differ according to the participant's decision on appealing, the
participant's option to return the funds in dispute (if an award
reducti on has not been previously nmade to recover funds), and the
final determ nation of the DAB
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Di sal | owance Not Appeal ed (OPDI V Hol di ng Funds)

The Programi Gant Official nust notify the Finance O fice when the
partici pant chooses not to appeal. Since the award has been
previously adjusted for the amount disallowed, the record may be

cl osed by canceling the contingent liability that was established at
the time the disall owance notice was issued.

(18) TC 503 (R)

O C 25, 41
DEBI T 2920 Contingent Liability - Unfunded
CREDI T 6905 O her Expenses - Unfunded

Di sal | owance Not Appeal ed (Program Partici pant Hol di ng Funds)

When the program partici pant chooses not to appeal the anount

di sal |l oned and the award has not been previously adjusted, entries
shoul d be made to collect the anpbunt by reducing a current award or

i ssuing a negative award and to close the receivable account that was
established for the anticipated recovery. These entries are made
based upon notification of the Programi G ant O ficial and the award
docunent .

(19) TC 342 (R

O C 25, 41

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 131A Accounts Receivable - Anticipated
Recovery - Program Di sal | owances

- and-
(20) TC 050 (R

O C 25, 41

DEBI T 4800 Undel i vered orders

CREDI T 4612 Al | owances Avail able for

Commi t ment/ Cbl i gati on
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Program Partici pant Appeals Disall owance - Opts to Return Funds
Pendi ng Resol uti on by DAB

Under specific rules, the program participant has the option of
returning the disputed funds to the OPDIV pending resol ution by the
DAB. This action is usually taken to avoid the interest that wl|
have accrued if the disallowance is sustained. Progran G ant
Oficials must notify the Finance Ofice in witing of this decision.
The document will support the entries to change the record from an
anticipated recovery to a contingent payable. An additional entry
must be made to record the reduction of a current award or the

i ssuance of a negative award for the recovery of the funds.

(21) TC 342 (R

O C 25, 41
DEBI T 1319 Al | owance for Loss on Accounts
Recei vabl e - Unfunded
CREDI T 131A Accounts Receivable - Anticipated
Recoveries - Program Di sal | owances
- and-
(22) TC 503
O C 25, 41
DEBI T 6905 O her Expenses - Unfunded
CREDI T 2902 Contingent Liabilities - Unfunded
- and-
(23) TC 050 (R
OC 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4612 Al | owances Avail able for

Commi t ment/ Cbl i gati on
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Program Partici pant Appeals Disall owance - Opts to Retain Funds
Pendi ng Resol uti on by DAB

When the program partici pant does not exercise his option to return
the di sputed funds, the Finance Ofice will accrue interest for the
Medi cai d program begi nning on the date the anpbunt was formally

di sal l owed for each nonth until the appeal is resolved. The estimte
may be conputed at a flat rate of interest that approximtes the
prescribed conputation. For other progranms, the interest will accrue
begi nning 30 days after the date of the determination letter at the
Treasury rate current at that point in tinme. Although interest is
accrui ng as described, recordation will be retroactive follow ng a
sust ai ned deci sion by the DAB

Di sal | owance Appeal Sustained by GAB (Program Partici pant Hol di ng
Funds)

When the program di sal |l owance appeal is sustained and expenditures
are approved by the DAB the Programi Grant official nust notify the
Finance Office. This notice may be a copy of the DAB deci sion.
Since the participant has opted to retain the disputed funds, no
adjustnent to the award is required. Entries are needed to cance
the antici pated recovery of the disputed funds and to accept the
approved expenditures.

(24) TC 342 (R

O C 25, 41

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 131A Accounts Receivable - Anticipated

Recovery - Program Di sal | owance
- and-
(25) TC 084 (B) and TC 181 (B) according to OPDIV procedure for
recordi ng expenditures or cash di sbursements from PMS
O C 25, 41
DEBI T 4800 Undel i vered Orders

CREDI T 4900 Expended Appropriations
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Di sal | owance Appeal Sustai ned by DAB ( OPDI V Hol di ng Funds)

When the program di sal |l owance appeal is sustained and expenditures
are approved by the DAB the Programi Grant Official nust notify the
Finance Office. This notice nmay be a copy of the DAB decision paper.
Since an earlier award was adjusted to recover the anmount in dispute,
a current award nust be increased or a supplenental award issued.
Entries nust also be made to cancel the contingent liability that has
been established and to accept the approved expenditures.

(26) TC 503 (R)

O C 25, 41
DEBI T 2920 Contingent Liability - Unfunded
CREDI T 6905 O her Expenses - Unfunded
- and-
(27) TC 050
O C 25, 41
DEBI T 4612 Al'l owances Avai l abl e for
Commi t ment/ Cbl i gati on
CREDI T 4800 Undel i vered Orders

- and-

(28) TC 084 (B) and TC 181 (B) according to OPDIV procedure for
recordi ng expenditures or cash di sbursements from PMS

O C 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4900 Expended Appropriations

Di sal | owance Appeal Denied by DAB (Program Partici pant Hol di ng Funds)

When the program di sal |l owance appeal is denied and expenditures are
not approved by the DAB, the Program Grant Oficial nust notify the
Finance Office. This notice may be a copy of the DAB deci sion.

Since the award was not previously adjusted and the participant opted
to retain the disputed funds during the appeal process, entries are
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required: (1) to compute and record the actual interest at the
applicable rate fromthe date of the disallowance letter to the date
of the Board's final determ nation; (2) to collect the disallowed
anount including accrued interest by reducing a current award or

i ssuing a negative award, (3) to close the receivable that was
established for the anticipated recovery, and (4) to transfer the
anount recovered fromthe program appropriation to the M scell aneous
Recei pt account.

(29) TC 139 (for computation of actual interest)
O C 61.4W Accrued Interest Earned - Program Di sal | owance
DEBI T 1324 Accrued Interest or Gen/Tr Fund
Recei pts Recei vabl e
CREDI T 5302 Interest Incone Earned - Gen/Tr Fund
Recei pt s
- and-
(30) TC 342 (R (record collection of disall owance)
O C 25, 41
DEBI T 1319 Al | owance for Loss on Accounts

Recei vabl e - Unfunded

CREDI T 131A Accounts Receivable - Anticipated
Recovery - Program Di sal | owances
- and-
(31) TC 050 (R (recover funds by reduction of award for
di sal | owance and interest)
O C 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4612 Al'l owances Avai l abl e for

Commi t ment/ Cbl i gati on

- and-
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(32) TC 190 (for the interest to be transferred to M scell aneous

Recei pt s
O C 25, 41
DEBI T 6101 Oper ati ng/ Program Expense
CREDI T 1012 Di sbursenents (O her than Payroll)
-al so-
DEBI T 4612 Al'l owances Avail abl e for
Commi t ment/ Cbl i gati on
CREDI T 4900 Expended Appropriations
- and-
(33) TC 224 (record collection (deposit) of interest)
OC 61.7D Interest Collected - Audit and
Program Di sal | owance
DEBI T 3620 Funds Returned to Gen/Tr Funds,
M scel | aneous Receipts
CREDI T 1324 Accrued I nterest on Gen/Tr Fund

Recei pts Recei vabl e

Di sal | owance Appeal Denied by DAB (OPDIV Hol di ng Funds)

When the program di sal |l owance appeal is denied and expenditures are
not approved by the DAB, the Programi Gant Official nust notify the
Finance Office. This notice nay be a copy of the DAB decision paper.
Since the OPDIV previously adjusted the award at the di sapproval of
the expenditures or |later when the program participation opted to
return the funds pending the appeals process, the only entry required
is to cancel the contingent payable that was established.

(34) TC 503 (R)
O.C. 25, 41

DEBI T 2920 Contingent Liabilities - Unfunded

CREDI T 6905 O her Expenses - Unfunded
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Di sal | owance Reduced by DAB (Program Partici pant Hol di ng Funds)

When the DAB denies a part of the clained expenditures and approves
the remaining sum the entries are the sane as in the section

Di sal | owance Appeal Denied (Program Participant Hol di ng Funds) except
that recovery of interest TC 139, TC 190 and TC 224 is based upon the
| onered di sall owance anobunt. The TC 342 (R) is for the initial

anmobunt of the disall owance, and the TC 050 is the net of the

di sal |l omance to be recovered plus the interest.

In addition an entry should be made for the portion of the approved
expendi t ures.

(35) TC 084 (B) and TC 181 (B) according to OPDIV procedure for
recordi ng expenditures or cash di sbursements from PMS

OC 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4900 Expended Appropriations

Di sal | owance Reduced by DAB (OPDIV Hol di ng Funds)

In this instance when the disall owance has been adjusted by the DAB
the entry is the sane as in the section Disall owance Appeal Deni ed
(OPDlV Hol ding Funds) except that additional entries must be entered
for the supplenental award to obligate funds and to accept
expenditures for the portion of the approved sum

(36) TC 050
O C 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4612 Al | owances Avail able for

Commi t ment/ Cbl i gati on
- and-
(37) TC 084 (B) and TC 181 (B) according to OPDIV procedure for
recordi ng expenditures or cash di sbursements from PMS
O C 25, 41
DEBI T 4800 Undel i vered Orders

CREDI T 4900 Expended Appropriations
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PUBLI C ASSI STANCE TYPE AWARDS
MATRI X OF MAJOR ACTI ONS FOR AUDI T DI SALLOMNCES

Audit Di sal | owance Grant Award - and- Account i ng
Action Action Action

. AUDI T DETERM NATI ON

| ssuance of OCD/ No Action Required Record Accounts Recei v-
Det er mi nati on able - Anticipated
letter Recovery - Audit

Di sal | owance TC 333
[1. NO APPEAL

St at e Chooses Not | ssue Suppl enment al Rever se Accounts

To Appeal Award - Decreas- Recei vabl e -
i ng Funds Anti ci pated Recovery-
TC 050 (R Audit Di sal | owance
TC 333 (R
Advi se State to Reestablish Firm
Reduce Expendi - Accounts Receivabl e -
tures for Disal- Audi t Di sal | owance
| owance Accepted TC 335
Record Col | ection
TC 345

Amend Prior Approved
Expendi t ur es

TC 084/ 181 (R)
I11. APPEAL ACTI ON

Di sal | owance Ap- No Action Required No Action Required
peal ed (Status remains
a. State Opts to at TC 333 Antici-
Ret ai n Funds pat ed Recovery)
b. State Opts to | ssue Suppl enment al Reverse Accounts Recei v-
Ret urn Funds Award - Decreas- able - Anticipated
i ng Funds Recovery - Audit
TC 050 (R Di sal | owance
TC 333 (R

Record Conti ngent Pay-
able - Audit D s-
al | owance TC 503
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PUBLI C ASSI STANCE TYPE AWARDS
MATRI X OF MAJOR ACTI ONS FOR AUDI T DI SALLOMNCES

Account i ng
Action

G ant Award - and-
Action

Audit Di sal | owance
Action

V. GRANTS APPEALS BOARD

ACTI ON

a. Board Sustains
State's Appeal

1. State Hol di ng
Funds

2. OPDI V Hol -
di ng Funds

b. Board Deni es
State's Appeal
1. State Hol di ng
Funds

No Action Required
(Prior expendi -
tures were
correct)

| ssue Suppl enent a
Award - |ncreasing
Funds TC 050
(To reestablish
funds returned -
See II1 b. above)

| ssue Suppl enent a
Award - Decreasing
Funds (For DAB
Deni ed Amount Pl us
I nterest)

TC 050 (R
(Prior expendi -
tures were not
correct)

Advi se State to
Reduce Expendi -
tures for
D sal | owance
Sust ai ned

Reverse Accounts Re-
ceivable - Antici-
pat ed Recovery -
Audit Disal | owance
TC 333 (R)

Rever se Conti ngent
Payabl e - Audit
Di sal | owance
TC 503 (R

Reverse Account Re-
ceivable - Antici-

pat ed Recovery - Audit

Di sal | owance
TC 333 (R)
Reestabl i sh Firm

Accounts Recei vabl e -

Audit Disal | owance
TC 335

Record Col | ecti on
TC 345

Record Interest and

Di sburse from Appr o-

priation. TC 139
and TC 190. Deposit
to M scel | aneous

Recei pts of Treasury

TC 224

Amend Prior Approved
Expendi t ur es
TC 084/ 181 (R
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PUBLI C ASSI STANCE TYPE AWARDS
MATRI X OF MAJOR ACTI ONS FOR AUDI T DI SALLOMNCES

Audit Di sal | owance Grant Award - and- Account i ng
Action Action Action
2. OPDIV holding No Award Action Re- Rever se Conti ngent
Funds qui red (Funds Payabl e - Audit
were previously Di sal | owance
returned - see TC 503 (R
Il b. Above) Reestablish Firm
Advi se State to Accounts Recei -
Reduce Expendi - vabl e - Audit
tures for Di sal | owance
Di sal | owance TC 335
Sust ai ned Record Col |l ection
TC 345

Amend Prior Approved
Expendi t ur es
TC 084/ 181 (R

c. Board | ssue Suppl enment al Reverse Accounts
Reduces Award - Decreasing Recei vable - Anti -
Di sal | owance funds (For DAB ci pated Recovery -
1.State Uphel d Anmount Audit Di sal | owance
Hol di ng Pl us Interest (For Entire Anopunt
Funds TC 050 (R of Audit Disallow
(A portion of ance) TC 333 (R
prior expendi - Reest ablish Firm Ac-
tures were not counts Receivable -
correct) Audit Di sal | owance
Advi se State to (For GAB Uphel d
Adj ust Expendit u- Amount plus Interest)
tures in Line TC 335 and TC 139
DAB Deci si on. Record Col | ecti on of
t he Di sal | owance
TC 345

Di sburse Interest from
Appropriation and

Deposit to M scell a-
neous Receipts of

Treasury TC 190 and

TC 224
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PUBLI C ASSI STANCE TYPE AWARDS
MATRI X OF MAJOR ACTI ONS FOR AUDI T DI SALLOMNCES

Audit Di sal | owance Grant Award - and- Account i ng
Action Action Action

Amend Prior Approved
Expenditure for the
amount di sal | owed.
TC 084/181 (R

2. OPDIV Hol di ng | ssue Suppl enment al Rever se Conti ngent
Funds Awar d | ncreasi ng Payabl e - Audit
Funds (In Line Di sal | owance (For
wi th DAB Deci si on) Entire Amount of
Audit Di sal | owance)
TC 503 (R
(Returni ng funds Reest ablish Firm Ac-
(It b) for por- counts Receivable -
tion of prior Audit Di sal | owance
expendi t ures (For portion of Audit
sust ai ned) Di sal | owance Uphel d
by DAB) TC 335
Advi se State to Record Col | ecti on of
Adj ust Expendit u- the Di sal | owance
res (In Line with TC 345
DAB Deci si on) Amend Prior Approved

Expenditures for the
Amount Di sal | owed
TC 084/ 181(R)

NOTE: OPDI V nust determ ne what docunentation will be used to support
accounting transactions, other than hose specified in the detailed
procedures.
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ACCOUNTI NG PROCEDURES FOR PUBLI C ASSI STANCE

AUDI T DI SALLOMNCES

Recei pt of the Audit C earance Docunent

The Finance O fice will be notified of an audit disallowance when it
receives an O fice of inspector General C earance Docunent (OCD) from
the Audit Liaison Ofice (ALO. The OCD will show three doll ar
anmounts: (1) the anpunt reconmended for financial adjustnment in the
audit report, (2) the anpunt sustained and (3) the anount determ ned
by the reviewing official to be owed. The latter of these three
figures is the anobunt the finance office should record in their
accounting system

The determ nati on docunent (demand letter) should accompany the OCD
The audit disal |l owance should be pronptly recorded in the accounting
systemin accordance with OMB Circular A-50 provisions. 1In recording
the receivable identified to a specific grant or contract that nunber
shoul d be entered in the "obligation docunent" field and the

det erm nati on docunment nunber should be entered in the "other
docunment" field. |If the determ nation docunent does not have a
nunber the OCD nunber shoul d be used.

OPDI Vs have the option of recording the audit disallowance as a
current collectible item general |edger account 1335, or as an
antici pated recovery, general |edger account 1333, pendi ng possible
appeal action. These procedures are witten to initially record as
an anticipated recovery and to reclassify as a firmreceivabl e when
the program partici pant chooses not to appeal or, upon appeal, when
the Departnental Appeals Board (DAB) rules in favor of the audit
determ nation. Procedures should be adjusted when the OPDIV
initially records as a firmreceivable (1315) and reclassifies as an
anticipated recovery (1316) when the program partici pant appeal s the
di sal | owance acti on.

To enter the audit disallowance into the accounting system the
Fi nance O fice should use TC 333. This action wll have the
followi ng effect on the general |edger accounts.
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(1) TC 333
O C 25, 41
DEBI T 1316 Antici pated Recoveries - Audit
Di sal | owance
CREDI T 1319 Al |l owance for Loss on Accounts

Recei vabl e - Unfunded

This entry provides control over the audit disallowance prior to and
during the appeal stage.

Program Partici pant Does Not Appeal Audit Disall owance

If the program participant does not exercise his right of appea
within 30 days fromthe date of the receipt of the determ nation
letter, the ALO should notify the Finance O fice in witing of this
fact. The Finance O fice should use this notification as the source
docunent to nmake entries to change the anticipated recovery to a firm
receivabl e.

(2) TC 333 (R (to cancel anticipated recovery)

O C 25, 41

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 1316 Antici pated Recoveries - Audit

Di sal | owances
- and-

(3) TC 335 (A) (to establish firmreceivable)

O C 25, 41
DEBI T 1315 Audit Di sal | owmances Receivabl e
CREDI T 6101 Oper ati ng/ Program Expense

Note: (A) entry only of TC 335 is applicable when OPDIV uses
TC 345 for recovery of the receivable.
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- and-

(4) TCO050 (R (to decrease current funds for the recovery)

O C 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4612 Al'l owances Avail able for Comm tnent/
bl i gation
- and-

(5) TC 345 (to record the recovered receivabl e)

O C 25, 41
DEBI T 6101 Oper at i ng/ Program Expense
CREDI T 1315 Audit Di sal | owmances Receivabl e

- and-

(6) TC 084 (R or TC 181 (R)(B) according to OPDIV procedure for
recordi ng expenditures or cash disbursements fromPMS - to anend
previously recorded expenditures for anmount of disall owance
t aken and recovered.

DEBI T 4900 Expanded Appropriations
CREDI T 4800 Undel i vered Orders
Not e : (B) entry only of TC 084 (R) and 181 (R) is shown to

shorten the procedures.

Program Partici pant Appeals Audit Disall owance - Opts to Retain Funds
Pendi ng Resol uti on by DAB

No accounting entries are required as the status renmains as an
anticipated recovery of the audit disallowance. Wen the program
partici pant does not exercise his option to return the disputed
funds, the Finance Ofice will accrue interest for the Medicaid
program begi nning on the date of the disallowance until the date of
the DAB decision or the date the participant agrees with the

di sal | omance action. Interest is conputed as prescribed in Section
1903 (d)(5) of the Social Security Act. For other programs, the
interest will accrue beginning on the date of the disall owance action

at the rate prescribed in 45 CFR subparts 30.13 and 30.14. In
addition to interest, penalties and adnm nistrative costs may be
added. Al though charges are accruing as described, recordation wll
be retroactive follow ng a sustai ned decision by the DAB
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Program Partici pant Appeals Audit Disall owance - Opts to Return Funds
Pendi ng Resol uti on by DAB

If within 30 days the program partici pant appeals the revi ewi ng

of ficials decision, the ALO should notify the Finance Ofice of this
fact in witing. The sane rules apply as for program disal |l owances,
the program partici pant has the option of returning the disputed
funds to the OPDIV pending resolution by the DAB. The action is

usually taken to avoid the interest that will have accrued if the
di sal |l owance is sustained. Audit officials must notify the Finance
Ofice in witing of this decision. The docunent will support the

entries to change the record froman anticipated recovery to a
contingent payable. An additional entry nust be made to record the
reduction of a current award or the issuance of a negative award for
the recovery of funds.

(7) TC 333(R) (to cancel anticipated recovery)

O C 25, 41

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 1316 Antici pated Recoveries - Audit

Di sal | owances
- and-

(8 TC 503 (to establish a contingent payabl e)

O C 25, 41
DEBI T 6905 O her Expenses - Unfunded
CREDI T 2920 Contingent Liabilities - Unfunded

- and-
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(9) TCO050(R) (to hold funds of current award pendi ng DAB
deci sion on the appeal))

O C 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4612 Al | owances Avail able for Conm t nent/

bl i gation

Di sal | owance Appeal Sustai ned by DAB (Program Partici pant Hol di ng
Funds)

When the audit disall owance appeal is sustained and prior approved
expenditures are reaffirmed by the DAB, the ALO nust notify the

Fi nance office in witing of this fact. This will be a copy of the
Appeal s Board notification supported by the amended OCD as soon as it
is released. Since the participant had opted to retain the disputed
funds, no adjustnent to the award is required. An entry is needed to
cancel the anticipated recovery of the disputed funds.

(10) TC 333(R) (to cancel anticipated recovery)
O C 25, 41

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 1316 Antici pated Recoveries - Audit
Di sal | owances

The anmended OCD docunentati on should be used as the source
docunent for this entry, and should be placed with other
docunents for this disallowance in a closed file.

Di sal | owance Appeal Sustai ned by DAB ( OPDI V Hol di ng Funds)

When the audit disall owance appeal is sustained and prior approved
expenditures are reaffirmed by the DAB, the ALO nust notify the
Finance Office in witing of this fact. This will be a copy of the
Appeal s Board notification supported by the amended OCD as soon as it
is released. Since an earlier award was adjusted to recover the
anount in dispute, a current award nust be increased or a

suppl emental award issued. Entries nust be made to record the
reobligation of funds and to cancel the contingent liability that was
establ i shed pendi ng resol ution of the appeal.
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(11) TC 503(R) (to cancel the contingent payabl e)

O C 25, 41
DEBI T 2920 Contingent Liabilities - Unfunded
CREDI T 6905 O her Expenses - Unfunded
- and-
(12) TC 050 (to reobligate current funds previously
O C 25, 41 wi t hdrawn pendi ng DAB deci si on)
DEBI T 4612 Al'l owances Avail able for Comm tnent/
bl i gation
CREDI T 4800 Undel i vered Orders

Di sal | owance Appeal s Deni ed by DAB (Program Partici pant Hol di ng
Funds)

When the audit disall owance appeal is denied and the DAB reaffirns
its determ nation that prior approved expenditures were not correct,
the ALO nmust notify the Finance Ofice in witing of this fact. This
may be a copy of the Appeals Board notification. Since the
participant opted to retain the disputed funds during the appea
process, entries are required: (1) to conpute and record the actua
interest at the applicable rate (see section Program Partici pant
Appeal s Audit Disall owance - Opts to Retain Funds Pendi ng Resol ution
by DAB) and any applicable penalties and adm nistrative charges
levied, (2) to change the anticipated recovery to a firmreceivabl e,
(3) to record the collection of the receivables and reduce a current
award or issue a negative award for a |ike amount, (4) to transfer
the amount recovered fromthe program appropriation to the

M scel | aneous Recei pts account for the amount of the interest, and
(5) to reduce the previously recorded approved expenditures to
reflect the disallowance taken and recovered.

(13) TC 139 (for computation of actual interest)
O C. 61.48 Accrued Interest Earned - Audit Disall owance

DEBI T 1324 Accrued I nterest on Gen/Tr Fund Receipts
Recei vabl e

CRED T 5302 I nt erest Revenue Earned - Gen/ Tr Fund
Recei pt s
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- and-

(14) TC 333 (R) (to cancel anticipated recovery)

O C 25, 41

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 1316 Antici pated Recoveries - Audit

Di sal | owances

(15) TC 335 (A) (to establish firmreceivable)

OC 25, 41
DEBI T 1315 Audit Di sal | owmances Receivabl e
CREDI T 6101 Oper ati ng/ Program Expense

- and-

(16) TC 050 (R) (to decrease current funds for the recovery
of disall owance and accrued interest and
charges, if applicable)

O C 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4612 Al'l owances Avail able for Comm tnent/
bl i gation
- and-

(17) TC 345 (to record the recovered receivable)

O C 25, 41
DEBI T 6101 Oper at i ng/ Program Expense
CREDI T 1315 Audit Di sal | owmances Receivable

- and-
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(18) TC 190 (to disburse interest to be transferred to
M scel | aneous Recei pts)

O C 25, 41
DEBI T 6101 Oper at i ng/ Program Expense
CREDI T 1012 Di sbursenents (O her than Payroll)
-al so-
DEBI T 4612 Al'l owances Avai l abl e for
Commi t ment/ Cbl i gati on
CREDI T 4900 Expended Appropriations

- and-
(19) TC 224 (record collection (deposit) of interest
OC 61.7D (Interest Collected - Audit and Program
Di sal | owance)

DEBI T 3620 Funds Returned to Gen/Tr Funds -
M scel | aneous Receipts

CREDI T 1324 Accrued I nterest on Fund Receipts
Recei vabl e

- and-

(20) TC 084 (R) (B) or TC 181 (R(B) according to OPDIV procedure for
recordi ng expenditures or cash di sbursenents - to anmend
previously recorded expenditures for anmount of disall owance
t aken and recovered
DEBI T 4900 Expended Appropriations
CREDI T 4800 Undel i vered Orders

Di sal | owance Appeal Denied by DAB (OPDI V Hol di ng Funds)

When the audit disall owance appeal is denied and the DAB reaffirns
its determ nation that prior approved expenditures were not correct,
the ALO nmust notify the Finance Ofice in witing of this fact. This
may be a copy of the Appeals Board notification. Since an earlier
award was adjusted to recover the anount in dispute pending the
appeal s process entries are required (1) to change the conti ngent
payable to a firmreceivable, (2) record the receivable as
collected, and (3) to reduce the previously recorded approved
expenditures to reflect the disallowance taken and recovered.
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(21) TC 503 (R (cancel the contingent payable)

O C 25, 41
DEBI T 2920 Contingent Liabilities - Unfunded
CREDI T 6905 O her Expenses - Unfunded

- and-

(22) TC 335 (A (to establish firmreceivabl e)

O C 25, 41

DEBI T 1315 Audi t Disal |l owances Recei vable

CREDI T 6101 Oper at i ng/ Program Expense
- and-

(23) TC 345 (to record the recovered payabl e)

O C 25 41

DEBI T 6101 Oper ati ng/ Program Expense

CREDI T 1315 Audi t Disal |l owances Recei vable
- and-

(24) TC 084 (R (B) or TC 181 (R)(B) according to OPDIV procedure for
recordi ng expenditures or cash di sbursenents - to anmend
previously recorded expenditures for anmount of disall owance
t aken and recorded.

DEBI T 4900 Expended Appropriations

CRED T 4800 Undel i vered Orders
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Di sal | owance Reduced by DAB (Program Partici pant Hol di ng Funds)

When the DAB reduces a portion of the audit disall owance under appea
and sustains the remaining sum the entries are the sanme as in the
section Disall owmance Appeal Denied by DAB (Program Parti ci pant
Hol di ng Funds) except that the recovery of interest, TCs 139, 190 and
224, is based upon the | owered disall owance anpunt. The TC 333 (R) is
for the original amount of the disall owance, TCs 335 and 345 are for
the recoverabl e reduced amount, TC 050(R) is for the anmount to be
recovered plus the interest, and TC 084(R) is for the anmount of the
reduction to prior recorded expenditures.

Di sal | owance Reduced by DAB (OPDIV Hol di ng Funds)

In this instance when the disall owance has been adjusted by the DAB
the entries are simlar to those in the Section Disall owance Appea
Deni ed by DAB (OPDIV Holding Funds). The TC 503(R) is for the
original amount of the disall owance and TCs 335, 345 and 084(R) are
for the reduced anmount to be recovered. An additional entry is
required to record the supplenmental award issued for funds previously
returned by the participant for the portion of prior expenditures

t hat were sustai ned.

(25) TC 050 (To reobligate current funds previously w thdrawn
pendi ng DAB deci si on)
OC . 25, 41
DEBI T 4612 Al'l owances Avail abl e for

Commi t ment/ Cbl i gati on

CRED T 4800 Undel i vered Orders
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OTHER THAN PUBLI C ASSI STANCE TYPE AWARD

MATRI X OF MAJOR ACTI ONS FOR AUDI T DI SALLOMNCES

Audit Disall owance Action Accounting Action
l. Audit Determ nation Record Accounts Receivable -
| suance of OCD/ Anti ci pated Recovery -
Determi nation Letter Audit Disal |l omance TC 333
I1. No Appeal Reverse Accounts Recei vabl e-
Parti ci pant Chooses Not to Antici pate Recovery -
Appeal Audit Di sal | owance
TC 333(R

Establi sh Firm Accounts
Recei vabl e - Audit
Di sal | owance TC 335

I11. Appeal Action No action Required
Partici pant Appeal s (Status Rermains at TC 333
Anti ci pated Recovery)

V. Departmental Appeals Board Action

a. Board Sustains - Reverse Accounts
Participant's Recei vabl e-
Appeal Antici pated Recovery -
Audit Disal | owance
TC 333 (R
b. Board Denies Partici- Reverse Accounts Recei vabl e-
pant's Appeal Anti ci pated Recovery
Audit Disal | owance
TC 333(R)

Establi sh Firm Accounts
Recei vabl e - Audit
Di sal | owance TC 335

c. Board Reduces Reverse Accounts Recei vabl e-
Di sal | owance Anti ci pated Recovery
Audit Disal | owance
(for Entire anount of
di sal |l owance) TC 333(R)
Est abl i sh Firm Recei vabl e
- Audit Disall owance
(for DAB uphel d amount)
TC 335

OTHER THAN PUBLI C ASSI STANCE TYPE AWARD
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MATRI X OF MAJOR ACTI ONS FOR AUDI T DI SALLOMNCES

Audi t

Di sal | owance Action

Accounti ng Action

V.

VI .

Char gi ng I nterest
Fi nanci ng I nterest

a.

b.

Del i nquent
Penal ty,

Accrue | nterest on
Anti ci pated Recovery

Bill Interest - No
Appeal or Disall owance
Sust ai ned

Cancel Antici pated

I nterest - Appeal
Sust ai ned

Reduce I nterest and
Bill Upon Negoti ated
Set t | enment

I nt er est,
and Adm ni s-

trative Charges

Col | ection
By OPDI V/ Agency/ Regi on

a.

b.

( Check)

By OPDI V/ Agency/ Regi on
(of fset)

Record Col | ecti on of
Fi nancing Interest TC 224
Record Col |l ecti on of Delinquent
Accounts TC 248

Record Accrual TC 139

Reverse Anticipated Interest
TC 139(R)

Bill Actual Interest TC 139

Reverse Anticipated Interest
TC 139(R)

Reverse Anticipated I|nterest
TC 139(R)
Bill Actual Interest TC 139
Accrue and Bill for the
Del i nquent Accounts TC 148

For Audit Disall owance TC 236

For Financing Interest TC 224

For Delinquent Interest,
Penalty and Administrative
Charges TC 248

Di sburse Funds Agai nst
Current Grant Recorded as
Payabl e to Partici pant TC 186
Record Col |l ecti on of Audit
Di sal | owance Anpunt Reverting
to Appropriation TC 236
Record Col |l ection of Audit
Di sal | owance Anpunt Reverting
to M scel |l aneous Recei pts of
Treasury TC 236
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OTHER THAN PUBLI C ASSI STANCE TYPE AWARD

MATRI X OF MAJOR ACTI ONS FOR AUDI T DI SALLOMNCES

Audit Di sall owance Action

Accounti ng Action

c. By DFAF (Reduci ng Award
Expendi tures through the
P\VS)

- Open Awards

- Cl osed Awards
Program O fice issues
a Downwar d Adj usting
Awar d

d. By Lead Agency (Cross-
cutting Awards)

VIl. Alowance for Loss and Wite-
offs

a. Di sal | owance

b. I nt er est

Record Col |l ecti on of Financing
Interest TC 224

Record Col | ecti on of Delinquent
Accounts TC 248

After verification that Reports
272 reflects adjusted
expendi tures, cancel the Audit

D sal | owance Recei vabl e
TC 335(R)
Transm t deobligating/closing
transacti on to DFAF TC 059
After verification that Report
272 reflects adjusted
expendi tures, cancel the Audit
D sal | owance Recei vabl e
TC 335(R)

Record Col l ection to M scel -
| aneous Recei pts of Treasury
TC 236

| ssue SF 1081 for any
identifiable portion to other
Agency

Establi sh Al |l owance for Loss
TCs 110 and 116

To Wite-offs as Uncoll ectible
TC 113 or 11B

To Cancel / Forgive TC 109

Establi sh Al |l owance for
TC 112 or 11A

To wite-off as Uncoll ectible

TCs 118 & 128

To Cancel / Forgive TC 109

Loss
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NOTE: OPDIV nust determ ne what docunentation will be used to
support accounting transactions, other than those specified in the
detail ed procedures.
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ACCOUNTI NG PROCEDURES

FOR OTHER THAN PUBLI C ASSI STANCE PROGRAMS

AUDI T DI SALLOWANCE

Recei pt & The O fice of Inspector CGeneral C earance Docunent (OCD)

The audit disal |l owance should be pronptly recorded in the accounting
systemin accordance with OVB circular A-50 provisions. 1In recording
the receivable identified to a specific grant or contract that nunber
shoul d be entered in the "obligation docunent” field and the

det erm nati on docunment nunber should be entered in the "other
document" field. |If the determ nation docunent does not have a
number the OCD nunmber should be used. For systens disall owances a
uni que nunber, which mght be the audit report nunber, should be
recorded in the "obligation docunent” field.

To enter the audit disallowance into the accounting system the
Fi nance O fice should use TC 333. This action wll have the
followi ng effect on the general |edger accounts.

(1) TC 333
O C 25, 41, 61.76
DEBI T 1316 Antici pated Recoveries - Audit
Di sal | owances
CREDI T 1319 Al'l omance for Loss on Accounts Receivabl e
- Unfunded
This entry provides control over the audit disallowance prior to and
during the appeal stage. Selection of the object class will depend
whet her the audit disallowance is specifically identified by grant or
contract nunber. If the audit disallowance is identified by grant or
contract nunber then the appropriate object class in either the 25 or
41 series should be used. |If the audit disallowance is not

specifically identified by grant or contract number then object class
61. 76 shoul d be used.

Program Partici pant Does Not Appeal Audit Disall owance

If the program partici pant does not exercise his right of appea
within 30 days fromthe date of the receipt of the determ nation
letter, the ALO should notify the Finance O fice in witing of this
fact. The Finance Ofice should use this notification as the source
docunent to nmake two entries. The first entry will reverse TC 333
for the anbunt initially recorded. This entry will appear as:
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(2) TC 333(R)
O.C. 24, 41, 61.76

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 1316 Antici pated Recoveries - Audit
Di sal | owances

The second entry should use TC 335 for the anmount of the audit

di sal l owance to be billed and collected. This entry will appear as:
(3) TC 335

O C 25, 41, 61.76 (for disallowance identified by grant or

contract)
DEBI T 1315 Audi t Disal |l owances Recei vabl e
CREDI T 6101 Oper at i ng/ Program Expense
- and-
DEBI T 4900 Expended Appropriations
CREDI T 4612 Al'l owances Avail abl e for

Commi t ment/ Cbl i gati on
_Or_

(for systemtype disall owance)

DEBI T 1315 Audit Di sal |l owances Recei vabl e
CRED T 5901 M scel | aneous Revenue - Gen/ Tr Fund
Recei pt s

Program Partici pant Appeals Audit Di sall owance

If within the 30 days the program partici pant appeals the review ng
of ficials decision, the ALO should notify the Finance Ofice of this
fact in witing. This notification of appeal should not result in
the recording of any accounting entry.
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I nstead, the notification should be placed in the sanme file as the
OCD which initially established the receivable in the 1316 account.
(Refer to page 8 for accounting entries to record accrual of interest
until an anount under appeal or litigation is resolved.)

Departnental Appeals Board (DAB) Resolution of Audit D sall owances

Under the appeal process a program partici pant can expect one of
t hree possi bl e outcones:

1. The Board sustains the participant's appeal of the disallowance.
2. The Board denies the participant's appeal of the disallowance.
3. The Board reduces the disall owance.

Each one of these possible outcones is described belowwith its
appropriate accounting entries.

1. DAB Sustains the Participant's Appeal

If the audit disall owance anmount is overrul ed, the ALO nust
notify the Finance Ofice in witing of this fact. This will be
a copy of the Appeals Board notification supported by the
anmended OCD as soon as it is released. The Finance Ofice
shoul d use this notification as a source docunent to record a TC
333(R) for the dollar anpbunt of the audit disall owance under
appeal. This action will affect the general |edger accounts
accordi ngly:

(4) TC 333(R)
O C. 25, 41, 61.76

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 1316 Antici pated Recoveries - Audit
Di sal | owances

The docunentation notifying the Finance Ofice of the overruling of
the audit disallowance should be used as the source docunent for the
above entry and also placed with the rest of the docunents for this
di sal l owance in a closed file.
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2. DAB denies the Participant's Appeal

If the audit disall owance anmpbunt i s sustained, the ALO nust
notify the Finance Ofice in witing of this fact. This may by
a copy of the Appeals Board notification. The Finance Ofice,

using this notification as a source docunent, will record two
accounting entries. The first entry will be a TC 333(R) for the
dol I ar anount under appeal. This action will affect the general

| edger account as follows:

(5) TC 333(R)
O C. 25, 41, 61.76

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 1316 Antici pated Recoveries - Audit
Di sal | owances

The second entry which is required uses TC 335 for the anmount of
the audit disallowance sustained. This action affects the
general |edger accounts as foll ows:

(6) TC 335

O C 25, 41, 61.76 (for disallowance identified by grant or

contract)
DEBI T 1315 Audi t Disal | owances Recei vabl e
CREDI T 6101 Oper at i ng/ Program Expense

- and-

DEBI T 4900 Expended Appropriations
CREDI T 4612 Al'l owances Avail able for Comm tnent/

bl i gation

-or-
(for systemtype disall owance)

DEBI T 1315 Audi t Disal |l owances Recei vable
CREDI T 5901 M scel | aneous Revenue - Gen/Tr Fund

Recei pt s
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(7)

(8)

Thi s action establishes the anbunt of the sustained appeal in a
collectible stage. The docunentation notifying the Finance

O fice of the sustained appeal should be used as the source
docunent to record the above transaction. This docunmentation
shoul d al so be placed in the open docunent file established for
that specific audit disall owance, and collection action should
be initiated based upon this docunentation.

DAB Reduces the Disall owance

If the appeal anmpunt is reduced as a result of a negotiated
settlement, the ALO nmust notify the Finance Office in witing of
this fact. This will be a copy of the Appeals Board
notification, supported by the anended OCD as soon as it is

rel eased.

The Finance O fice will use this witten notification as the
source docunment to record two accounting entries. The first
entry will reverse out the initial anmunt established in genera

| edger 1316 using TC 333. This entry shoul d appear as:

TC 333(R)
O C. 25, 41. 61.76

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 1316 Audi t Disal |l owances Receivable
The second entry will establish a new account receivabl e using

TC 335 for the ambunt of the reduced audit disall owance. This
entry will appear as:

TC 335

O C 25, 41, 61.76 (for disallowance identified by grant or
contract)

DEBI T 1315 Audi t Disal |l owances Recei vabl e

CREDI T 6101 Oper at i ng/ Program Expense

- and-



HHS Exhi bit 10-41-0O Page 6
Departnental Accounting Manua
HHS Transmittal 92.2 (8/1/92)

DEBI T 4900 Expended Appropriations

CREDI T 4612 Al | owances Avail able for
Commi t ment/ Cbl i gati on

-0r -

(for systemtype disall owance)

DEBI T 1315 Audit Di sal |l owances Recei vabl e
CREDI T 5901 M scel | aneous Revenue - Gen/ Tr Fund
Recei pts

The docunmentati on sent fromthe ALO notifying Finance of the
resol ved appeal should be placed in the sane file as the OCD and
appeal notification. Collection action should be initiated
based upon this docunentation.

Option B

This option permts the OPDI V/ Agency/ Regi on Finance Offices to
initially enter the audit disallowance into their accounting
systemas a current collectible item This option should be
exercised only if there is a reasonable indication or basis to
believe the debtor will not appeal the audit determ nation.

Directly entering and audit disall owance with a TC 335 w ||
affect the follow ng general |edger accounts:

(9) TC 335
O C 25, 41, 61.76 (for disallowances identified by grant
or contract)

DEBI T 1315 Audi t Disal |l owances Recei vabl e
CREDI T 6101 Oper ati ng/ Program Expense
- and-
DEBI T 4900 Expended Appropriations
CREDI T 4612 Al'l owances Avai l abl e for

Commi t ment/ Cbl i gati on

-0r -
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(for systemtype disall owance)

DEBI T 1315 Audit Di sal |l owances Recei vabl e
CREDI T 5901 M scel | aneous Revenue - Gen/ Tr Fund
Recei pt s

If an audit disallowance entered under Option B is subsequently
appeal ed then the amounts shoul d be reestablished in account
1316 as described in Option A

Char gi ng | nt er est

The debtor should have been advised in the determ nation letter
that interest will accrue if the debt is not paid within thirty
days and will continue to accrue until any appeal s or
litigations are resolved and collection is made. Also, that
penalty and admi nistrative costs may be added if the debt
remai ns unpaid. The accounting for and recording of interest
follows the sane concept as that for the establishnment of

recei vabl e accounts 1316 and 1315 for the audit disall owance
principal. Although there is a definite requirement to accrue
the interest after the initial 30 day period of notification,
and to continue while an appeal/litigation is underway, the
debt or should not be billed or positive collection made unti
the case is resolved (voluntary collections shall be accepted
and deposited to the Suspense Budget C earing Account, F3875
pendi ng determ nati on of the appeal). Account 1324, Accrued
Interest on Gen/Tr Fund Recei pts Receivable, is used to record

the accrued interest. The unbilled anbunts will be credited to
the All owance for Loss, account 1319, and reclassified to
i ncome, account 5302 at the tine of billing.

Account 1324 is also the account to be used for the interest
charged when an install nent schedul e has been arranged. This
interest is terned "financing interest." Accounts 1331, 1333
and 1335 are used when additional interest, penalties and

adm ni strative costs are assessed because the audit principal or
principal and interest is delinquent. All accounts are reported
in Section A of Schedule 220.9 and the delinquent accounts are
al so reported in Section C of Schedule 220.9. Discussion of

del i nquency charges can be found at 4 CFR 102. 13.

Document s that support the following entries for recording
interest are the same as those nmentioned earlier when recording
t he accounts receivable for the audit disall owance.
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(10)

(11)

(12)

Accrue Interest on Anticipated Recovery

The initial accrual of financing interest is based upon the
anmount of the disallowance recorded in 1316 - Antici pated
Recoveries - Audit Disall owance:

TC 139
O C. 61.49 Accrued Interest Earned - Pending
Appeal / Li ti gation)

DEBI T 1324 Accrued I nterest on Gen/Tr Fund Receipts
Recei vabl e
CREDI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded
Bill Interest when there in No Appeal or Disall owance is
Sust ai ned

When there has been no appeal of the audit disall owance or the
initial anmount has been sustained, the accrued financing
interest anount initially recorded as on unbilled anmount shoul d
be reclassified to take into the incone account as foll ows:

TC 139(R)

O C 61.49

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 1324 Accrued I nterest on Gen/Tr Fund Receipts
Recei vabl e

- and-

TC 139

O C. 61.48

DEBI T 1324 Accrued Interest on Gen/Tr Fund Receipts
Recei vabl e

CREDI T 5302 I nt erest Revenue Earned - Gen/Tr Fund

Recei pt s
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(13)

(14)

(15)

Cancel Interest when Participant's Appeal is Sustained

When the disall owance has been appeal ed and the appeal is
sustai ned, the financing interest that has accrued should be
canceled in its entirety as foll ows:

TC 139(R)
O C 61.49
DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded
CREDI T 1324 Accrued interest on Gen/Tr Fund Receipts

Recei vabl e

For those using Option B, initially recording the audit

di sal | owance in account 1315, the initial recording of financing
interest in account 1324 should be at the billed stage, taking
the amount directly into the incone account.

Reduci ng | nterest upon GAB Negoti ated Settl enment

I nterest may subsequently be reduced due to the results of an
appeal , in which case an entry will be made to cancel the anpunt
whi ch was accrued based upon the anobunt of the receivable in
account 1316:

TC 139(R)
O C 61.49
DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded
CREDI T 1324 Accrued I nterest on Gen/Tr Fund Receipts

Recei vabl e

The recomput ed financing interest, based upon the anmount of the
reduced audit recei vable established in account 1315, wll| be
entered as:

TC 139
O C 61.49 (Accrued Interest Earned - Audit Disall owance)
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(16)

DEBI T 1324 Accrued Interest on Gen/Tr Fund Receipts

CREDI T 5302 I nterest Revenue Earned - Gen/Tr
Recei pts Recei vabl e

Addi ti onal Charges on Deli nguent Accounts

Subsequent accrual of interest because of delinquent paynments is
based upon the anmount of the disall owance recorded in 1315, or
upon the installnment that is delinquent, and delinquent interest
in 1324 if applicable. Penalties and adm nistrative costs may
al so be added, as foll ows.

TC 148
O C 61.4P, 61.4Q 61.4R (Accrued Interest, Penalties
and Admi ni strative Costs)
DEBI T 1331 Accrued I nterest on Delinquent Accounts
Recei vabl e
1333 Accrued Penalty on Delinquent Accounts
Recei vabl e
1335 Accrued Adm nistrative Costs on
Del i nquent Accounts Receivable
CREDI T 5303 Interest, Penalty and Administrative

Costs Earned on Delinquent Accounts -
Gen/ Tr Fund Recei pts

Certification Statenent

A Certification Statenment Exhibit 10-41-P will be sent with the
Determ nation Letter when paynent is to be by check to the

OPDI V/ Agency/ Regi on Finance O fice. The statenent is to be
conpl eted by the program participant and returned with the check
in paynent for the audit disall owance and accrued interest
penalty and admi nistrative charges, if applicable. This is an

i nportant document for the government if it is |ater determ ned,
t hrough audit or conpliance check, that Federal funds were used
to repay the debt.
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(17)

(18)

(19)

Col | ecti on by OPDI V/ Agency/ Reqgi on ( Check)

The final action in npbst instances will be the collection of the
anount owed. Besides depositing the check with Treasury, the
Fi nance O fice will enter the collection as shown bel ow,

dependi ng upon whet her the funds collected are associated with a
given grant or contract, are not specifically identified by
grant or contract, and whether interest and other charges are

i nvol ved. (See page 14 for collection by offset against current
year grant/contracts and page 16 for collection through PVMS by
reduced expenditure reporting).

Illustrated bel ow are the various accounting entries that may be
i nvol ved.

Coll ection of Audit Disall owance Recorded by G ant or Contract

TC 236(A)

O C 25, 41

DEBI T 1012 Di sbursenents (O her than Payroll)
CREDI T 1315 Audit Di sal | owmances Receivabl e

Col l ections of Audit Disall owance Not Recorded by G ant or
Cont r act

TC 236 (B)

O C 61.75

DEBI T 3620 Funds Returned to Gen/ Tr Funds -
M scel | aneous Receipts

CREDI T 1315 Audit Di sal |l owances Recei vabl e

Col | ecti on of Financing |Interest

As financing interest is collected, either in one lunp sumor in

install ments, these entries wll be nade:
TC 224
OC 61.7D (Interest Collected - Audit and Program

Di sal | owance & Del i nquent Accounts)
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DEBI T 3620 Funds Returned to Gen/Tr Funds and
M scel | aneous Receipts
CREDI T 1324 Accrued Interest on Gen/Tr Fund Receipts

Col |l ecti on on Delinquent Accounts

(20) TC 248
OC 61.7D, 61.7E, 61.7F (Interest, Penalty, and
Adm ni strative Charges
Col | ected - Delingquent Accounts)

DEBI T 3620 Funds Returned to Gen/Tr Funds -
M scel | aneous Receipts

CREDI T 1331 Accrued I nterest on Delinquent Accounts
Recei vabl e

1333 Accrued Penal ties Receivable on Deli nquent
Accounts Recei vabl e

1335 Accrued Adm nistrative Costs on Deli nquent
Accounts Recei vabl e

The signed Certification Statenment (Exhibit 10-41-P) and ot her
correspondence acconpanyi ng the paynent should be included in
the docunment file established for that audit disall owance. The
absence of this document or inconsistent statenents nust be
pursued with the program participant and the G ant/ Contract

O ficial.

Coll ection of Interest when Disallowance is Collected by
Reduced Di sbursenments through the Paynent Managenent System

(PVB)

The OPDI V/ Agency/ Regi on Fi nance O fice will be responsible for
the collection of financing interest and additional collections
on del i nquent accounts relating to disall owances on awards paid
t hrough the PMS.
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Interest and charges will accrue to the date that the
participant is instructed to reduce cash di sbursenents/
expenditures. A bill for the additional charges should
acconpany, Exhibit 10-41-Q along with the disall owance
notification. |If the participant fails to take the required
actions through the PMs for the collection of the disallowance
principal, interest should continue to accrue.

I ncrenental Payments

According to Title 4 of the Code of Federal Regul ations, Section
102, noney owed the Federal Governnent can be collected in
installments and interest may be charged. However, clains
shoul d be collected in one |unp sum whenever possible. [If the
debtor is financially unable to pay the indebtedness in one |unp
sum paynment may be accepted in regular installments with part
principal and part interest. The size and frequency of such

i nstall ment paynents should bear a reasonable relation to the
size of the debt and the debtor's ability to pay. The

install ment paynents shall be sufficient in size and frequency
to liquidate the Governnent's claimin not nore than three
years.

The accounting treatnment is no different than those descri bed
above for the billing and collection of audit disallowance paid
back in one lunp sum except that paynments will be made over a

| onger period to liquidate the anbunt owed. Proper
docunentati on, and installnment paynment agreement, nust be
obt ai ned and mai ntained on file to show the conditions under
whi ch the install nent paynents are to be nade and at what rate
of interest, if applicable.

Col | ecti on by OPDI V/ Agency/ Region (By O fset Agai nst Current
Awar ds

In some instances the OPDl V/ Agency/ Regi on official may reach an
agreenment with the participant that the anmount claimed for an
audit disallowance will be recovered by offset fromreinbursable
expendi tures agai nst the current year's grant or contract. In
such instances the Finance O fice nust renove the participant
from advanced funding to a rei mbursable method. The partici pant
then nust use the advanced funds, if any, and the participant's
own non- Federal funds and report disbursenents nade unti

rei mbursement is due for the Federal share of costs. The
account payable to reflect the rei mbursenent voucher will be
entered by a regular payable TC. The Finance O fice shal
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(21)

(22)

of fset such rei mbursenent vouchers until all anmounts owed on
such debt have been collected. Wen a reinbursable voucher is
due the recipient the anbunt to be recovered, in total or by
installment, is to be applied to the receivables that were
established by the OCD for the audit disall owance and applicabl e
interest, penalty, and adm nistrative costs. At the tinme the
collection is recorded the anopunt that applies to disall owances
not specifically identified by grant or contract and all anounts
that apply to accrued interest, penalty, and adm nistrative
costs nust be deposited to the Treasury recei pt account. The
rei mbursement anount shall be recorded as a di sbursenent to
liquidate the account payable. Only when a net anount is due
the recipient will a check be issued to the recipient.
Transactions wl| be recorded as follows:

Audit Disall owance Offset Agai nst Current G ant or Contract

TC 186

O C 25, 41

DEBI T 2110 Account s Payabl e - Non- Gover nnent
CREDI T 1012 Di sbursenments (O her Payroll)

After the amounts owed have been of fset against the current year
grant or contract, the applicable collection entry will be nmade
as follows:

Col | ecti ons Recorded by Grant or Contract for Ampunt O fset
Agai nst Current G ant/ Contract

TC 236(A)
O.C. 25, 41

DEBI T 1012 Di sbursenents (O her than Payroll)

CREDI T 1315 Audit Di sal |l owances Recei vabl e
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(23)

(24)

(25)

Page 15

Col |l ections Not Recorded by Grant or Contract for Ampunt O fset
Agai nst Current/ G ant Contract
TC 236( B)
OC 61.75
DEBI T 3620 Funds Returned to Gen/ Tru Funds -
M scel | aneous Receipts
CREDI T 1315 Audit Di sal | owances Recei vabl e
Col | ecti on of Financing |Interest
TC 224
O C 61.7D (Interest Collection (deposit) - Audit and
Program Di sal | owances)
DEBI T 3620 Funds Returned to Gen/ Tr Funds -
M scel | aneous Receipts
CREDI T 1324 Accrued I nterest Receivable on Gen/Tr

Fund Recei pts Receivabl e

Col | ecti on on Delinquent Accounts

TC 248

OC 61.7D, 61.7E, 61.7F (Interest, Penalty, and
Adm ni strative Charges
Col | ected - Delinquent
Account s)

DEBI T 3620 Funds Returned to Gen/Tr Funds -

M scel | aneous Receipts
CREDI T 1331 Accrued Interest Receivabl e on

Del i nquent Accounts Receivable

1333 Accrued Penalties Recei vabl e on
Del i nquent Accounts Receivable

1335 Accrued Adm nistrative Costs on
Del i nquent Accounts Receivable
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Col | ecti on by DFAF (Reduci ng Award Expendi tures through the PNMS)

Recei vabl es at the OPDI V/ Agency/ Regi on are established as
previously described using TCs 333 and 335. Fromthis point on
the procedures differ because collection can be acconplished by
permitting the program participant to adjust previously reported
expendi tures (disbursenments), and in sonme instances by the
program of fice adjusting award authority. Collection procedures
are as follows:

Ooen Award in PMS

If an award is open in the PM5S the only adjusting entry will be
a reduction of cash di sbursenent (expenditures) by the
participant for the amount of the audit disallowance in the
participant's records and on the next PMS Report 272 as
instructed (Exhibit 10-41-Q by the OPDI V/ Agency/ Regi on Fi nance
O fice. The Exhibit and any additional instructions should be
sent to the participant as soon after receipt of notification
from ALO that the audit disallowance should be collected. A
copy of the Exhibit and acconpanying notification should be sent
to the Division of Federal Assistance Financing (DFAF) so they
may followup to see that the participant has taken the required
action.

The written notification will instruct the program partici pant
of the required actions to close out the audit disall owance in
guestion. \Wen these actions have been taken the participant
should return a signed copy of Exhibit 10-41-P to the applicable
Finance Ofice, along with a check for interest and other
charges, if applicable.

The Finance O fice should use this letter as a source docunent
to: (1) verify with DFAF that the next Report 272 has been

adj usted by the participant as indicated on the certification
portion at Exhibit 10-41-Q and (2) to record a reversal of TC
335 for the anobunt of the audit disallowance. |If the adjustnent
was not made by the participant then the reversal of TC 335
shoul d not be nmade and an inquiry made of the reasons why not.
The reverse TC 335 woul d appear as foll ows:
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(26)

(27)

TC 335(R) (ampunt of audit disall owance)

O C 25, 41
DEBI T 6101 Oper at i ng/ Program Expense
CREDI T 1315 Audi t Disal |l owances Recei vabl e
- and-
DEBI T 4612 Al'l owances Avai l abl e for
Commi t ment/ Cbl i gati on
CREDI T 4900 Expended Appropriations

Closed Award in PMS

If an award is closed in the PM5S a different series of events
nmust take place to record the collection. First, the

OPDI V/ Agency/ Regi on Finance O fice nust instruct the program
participant in witing, Exhibit 10-41-Q that cash di sbursenents
(expendi tures) shoul d be adjusted downward in his/her records
and on the next Report 272 to the PMS. Second, the program

of fice should send to the finance Ofice a deobligation for the
anmount of the audit disall owance using transaction code 059.
The 059 transaction should be transmtted to DFAF as soon as
possi ble. The 059 transaction will be as follows:

TC 059(R) (Amount of the Audit Disal |l owance)

O C 25, 41
DEBI T 4800 Undel i vered Orders
CREDI T 4612 Al | owances Avail able for

Commi t ment/ Cbl i gati on

As described in "Open Award in PM5', the recipient should return
a signed copy of the certification statenent to Fi nance
attesting to the fact that the required adjustnments have been
made.

The Finance O fice should use the certification statenent as the
source docunent to: (1) verify with DFAF that the partici pant
has made the adjustment on Report 272. |If the adjustnment was
not promptly nade and the 059 transaction was transmtted and
recorded in PMS the participant's cash di sbursenent

(expenditure) will appear to be greater than award authority on
PMS records.
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DFAF personnel will refer to the copy of the Exhibit 10-41-Q
previously furnished them by the OPDI V/ Agency/ Regi on Fi nance
Ofice and will followup with the participant and the
appropriate Finance Ofice to see that proper action is taken.
Regardl ess of the status of the cash disbursenents adjustnent,
action will be taken by DFAF to collect the disall owance, either
by cash refund or by offset.

(28) TC 335(R) (Anmpunt of Audit Disall owance)

O C 25, 41
DEBI T 6101 Oper at i ng/ Program Expense
CREDI T 1315 Audi t Disal | owance Receivabl e
- and-
DEBI T 4612 Al'l owances Avail abl e for
Commi t ment/ Cbl i gati on
CREDI T 4900 Expended Appropriations

| nacti ve Awards Renopved from PMS

Once an award has been renoved fromthe PMS, all subsequent
financial actions concerning it will be acconplished by the

OPDI V/ Agency/ Region interacting directly with the participant.
Staff at the OPDI V/ Agency/ Region wll bill the recipient and ask
that payment be nmade directly to their Finance Ofice.

Col l ection of Cross-cutting Awards and Mul ti ple Agenci es

In cases where the audit disall owance does not specifically
identify any grant or contract or the disallowance covers nore
than one program Federal agency or departnent, the | ead agency
as identified in the audit report should collect the total sum
of the audit disallowance directly formthe partici pant and
deposit the funds to m scell aneous receipts. |f awards have
been made through the PMS, no adjustnment to expenditures should
be made by the program participant or in the PMS for

expendi tures previously reported. |If the audit report

di stributes any portion of the recovery back to a X year or

mul tiple year appropriation which would make the recovery stil
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avail abl e, the designated | ead agency should transfer that
portion of the recovery to the affected agency or departnent by
1081 with appropriate explanation. At the tinme collectionis
made under the above condition, the Finance O fice should record
the collection with the follow ng entry:

(29) TC 236(B) (Collection Not Recorded by Grant or Contract)

O C 61.75

DEBI T 3620 Funds Returned to Gen/ Tr Funds -
M scel | aneous Receipts

CREDI T 1315 Audit Di sal |l owances Recei vabl e

Estimate of Audit D sall owance Uncol |l ectible

Based upon past experience of the accounts that were not
collectible or were cancel ed due to unusual reasons follow ng
the establishnent of the billed receivable, the Finance Ofice
wi Il establish a percentage rate and periodically establish an
al l owance for the receivables recorded in Account 1315 for each
applicabl e appropriation account as foll ows:

(30) TC 110
O C 61.57 (for all owances established and not requiring
adj ust nent of budgetary authority i.e. system
type disal | owances)
DEBI T 6903 Bad Debt Expense - Unfunded
CREDI T 1319 Al | owance for Loss on Account
Recei vabl e - Unfunded
_Or_
(31) TC 116
O C 25, 41 (For disall owances identified by grant or
contract, and these all owances established to
requi re an adj ustment of budgetary authority)
DEBI T 6103 Bad Debt Expense - Funded
CREDI T 1319 Al | owance for Loss on Accounts

Recei vabl e - Funded

- and-
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(32)

DEBI T 4612 Al | owances Avail able for
Commi t ment/ Cbl i gati on

CREDI T 4900 Expended Appropriations

Uncol l ectible Audit Disall owance (Wite-off)

The Finance Ofice will attenpt to collect the audit
di sal | owance in accordance with Departnental procedures
following Clains Collection procedure. Failing to collect the

amount due the Finance Ofice wll seek the advice and
assi stance of the ALO the Grants O fice or appropriate Program
Ofice, and the Debt Collection Oficer. In accordance with the

Joint Debt Collection regulations, when a final determ nation is
made that certain accounts can be witten off according to
authority residing within the Departnent or referred to GAQ, the
following entry will be made, fully docunmented with all actions
previously taken. Cains referred to Justice may be witten off
when that Departnment notifies HHS that such action is

appropriate. The entry will be as foll ows:

TC 11B (to wite-of f uncollectible accounts where
O C 61.58 al l owmance for |oss was funded)

DEBI T 1319 Al'l omance for Loss on Accounts

Recei vabl e - Funded
CREDI T 1315 Audit Di sal |l owances Recei vabl e

- also for Unfunded - Systens-type Audits -

TC 113

O C. 61.53

DEBI T 1319 Al |l owance for Loss on Accounts
Recei vabl e - Unfunded

CREDI T 1315 Audit Di sal |l owances Recei vabl e

Audit Di sall owance Redeterm nation (Cancell ation)

If, follow ng the appeals period and the establishnment at the
1315 recei vabl e account, the anpunt due on a disall owance is
determ ned to have been incorrect (fornmerly called "forgiven")
for any reason (by Statue, |aw or regulation, etc.) the Action
Oficial or the ALO nust prepare an anended OCD or simlar
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docunent and notify the Finance Ofice. This docunent will be
used as a source docunent to record the cancell ati on of the
recei vabl e:

(33) TC 109
OC 61.1L (Cancel l ation (forgiveness of audit
di sal | owance)
DEBI T 1319 Al | owance for Loss on Accounts
Recei vabl e - Unfunded
CREDI T 1315 Audit Di sal | owmances Receivabl e
Estimate of Interest Uncollectible
As the Finance Ofice conputes the allowance for |osses on the
audit disall owances estimated to be uncol |l ectible or cancel ed.
(TCs 110 and 116) an all owance for |oss should al so be conputed
for the accrued interest, penalty, and adm nistrative charges
that may become uncol | ecti bl e:
(34) TC 112 (for financing interest)
O C 61.57
DEBI T 6903 Bad Debt Expense - Unfunded
CREDI T 1329 Al | owance for Loss on Accrued |Interest
Recei vabl e
_Or_
TC 11A (for delinquent interest, penalty and
O C 61.57 adm ni strative charge)
DEBI T 6903 Bad Debt Expense - Unfunded
CREDI T 1329 Al | owance for Loss on Accrued |Interest

on Del i nquent Accounts

Uncol l ectible Interest (Wite-off)

When an audit disall owance has been determ ned to be
uncol l ectible and is witten off (TC 11B or 113) entries should
al so be made to wite-off any interest that has been accrued for
the particul ar disallowance, dependi ng upon whether the interest
is recorded as financing interest or interest on delinquent
accounts, and other charges due to the delingquency:
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(35)

(36)

TC 118
O C 61.5G (Actual Bad Debt - Financing Interest -
General / Trust Fund Recei pt)

DEBI T 1329 Al | owance for Loss on Accrued | nterest
Recei vabl e - Unfunded

CREDI T 1324 Accrued I nterest on Gen/Tr Fund Receipts
Recei vabl e
- and-
TC 128
O C 61.5Q 61.5R, 61.5S (Actual Bad Debt - Interest, Penalty
and Admi nistrative Costs on
Del i nquent Account s)
DEBI T 1339 Al | owance for Loss on Accrued | nterest,
Penal ti es, and Adm ni strati ve Costs
Recei vabl e - Unfunded
CREDI T 1331 Accrued I nterest on Delinquent Account

Recei vabl e

1333 Accrued Penalties on Delinquent Accounts
Recei vabl e

1335 Accrued Adm nistrative Costs on
Del i nquent Accounts Recei vabl es

| nt erest Redeterm nation (Cancell ation)

When an audit disallowance is determ ned to have been incorrect
(formerly called forgiven), follow ng the appeal s period, any
interest that has been accrued and recorded in account 1324 as
applicable to the amount of debt to be witten off nust be
cancel ed. The notification of the redeterm nation fromthe ALO
wi |l be used as the recording source docunent. For consistency
in accounting procedures, cancellation is recorded the sane as
uncol I ecti bl e accounts; a reserve is established and expended
periodically and the actual wite-off (cancellation) is charged
to the reserve account as foll ows:
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(37) TC 109
O. C. 61. 1M (Cancellation of Interest on Audit Disall owance)

DEBI T 1329 Al |l owance for Loss on Accrued | nterest
Recei vabl e - Unfunded

CREDI T 1324 Accrued I nterest on Gen/Tr Fund Receipts
Recei vabl e
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OPDI V/ Agency/ Regi on Finance O fice Address

Certification

I certify that the encl osed check for audit disallowances and accrued
interest was drawn from non-Federal funds and that services or
benefits under current Federal grants/contracts, if applicable, wll
not dimnish as a result of this paynent.

G ant/ Contract No.
or
Audit Report No. Amount

Audit Di sal | owance
Accrued I nterest
Del i nquent Interest, Penalty & Adm nistrative Charges

Tot al $
Questions on this should be directed to ((Nane) on
(Phone)
Si ncerely
Name:
Name (Type):
Title:

Organi zati on and Address:

Dat e
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Program Partici pant's Nane
Street Address
Cty, State and Zi p Code

Dear

Pl ease take the follow ng actions to close out the HHS Audit
Agency Recommendati ons contained in report number
dat ed and rel ative deci sions.

1. Reduce your cash di sbursenents/expenditures.

G ant/Contract No. or Audit Control Nunber/CAN Anpunt

2. Report the above adjustnment (s) on your next PMS Report
272, Federal Cash Transactions Report, to the Division of
Federal Assistance Fi nancing.

3. Advi se this Finance O fice when the adjustnent(s) has been
made and reported to DFAF by conpleting the certification
section on the duplicate copy of this letter and returning
it to this office.

Questions on this subject should be directed to (nane)
on (phone)

Si ncerely,

*Note to OPDI V/ Agency/ Regi onal Finance Ofice. Mdify this
accordi ng to need.

CERTI FI CATI ON SECTI ON

| certify that the above nentioned actions have been conpl et ed

and the results will be reflected on the next Report 272 which |

will submt to DFAF on (Dat e)

(1) Prior Cash Disbursenent on PMS Report 272

(2) Current Cash D sbursenent this Period + (Net of

(3) Audit Disall owance - t hese two
fiqures)

(4) Cash Disbursenent Report on PMS Report 272
for the period ending

Name Title Dat e

*U.S. GOVERNMVENT PRI NTI NG OFFI CE: 1989--617-020/ 03531
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OUTLI NE OF REQUI REMENTS FOR
CREDI T MANAGEMENT | MPROVEMENT PLAN

CGeneral. The purpose of the Credit Managenent |nprovenent Plan is to
descri be the credit managenent priorities of the head of the

OPDI V/ conponent in carrying out statutory program objectives in
accordance with OMB Circular A-129; indicate the strategies to be
enpl oyed to acconplish these priorities; and identify the specific
initiatives to be inplenmented in accordance with the devel oped
strategi es.

Content. The plan should be devel oped with sections as indicated
bel ow.

l. Overview. Describe each | oan programin ternms of:
0 Characteristics of the debts and debtors invol ved;
o] Hi storical experience of the program and other Governnent
agencies and the private sector in the collecting this

type of debt;

o] Trend anal ysis of delinquencies and defaults, including
guar ant eed | oans, from Cctober 1, 1981 to present;

o] Pl anned i nprovenents in the OPDI V/ conponent's credit
managenent, debt collection; and

o] Statutory prohibitions enacted or pending that may inpede
i npl enent ati on of A-129.

. Strateqgies.
Descri be how | oss prevention and debt collection will be
i nproved in each el enent of the credit cycle - award, servicing
and col lection. ldentify which of the nine point credit
managenent el ements and other credit initiatives will apply and
when. The strategy should indicate the programdirection that
will be required to acconplish the credit managenent objectives

over the next five (5) years. The strategy should link the

obj ectives of credit managenment with the devel opnment of program
accounting systens as proposed in accordance with OvB Circul ar
A-127.
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Credit Managenent Ilnitiatives.

The plan will describe each of the follow ng areas, including

associ ated m | estones and time franes.

o] Est abl i shment of credit managenent and debt collection
practices, procedures and regul ations that inplenment
A-129.

o] How debt collection and credit managenment responsibilities
wi |l be defined and assigned for each program

o] Est abl i shment of accounting practices and procedures and

automated i nformati on systens to enable the production of
accurate financial reports on these prograns that generate
recei vabl es, including reports such as operating
statenents, statenents of financial position, and cash

fl ow statenments.

o] Eval uation of credit managenent and debt collection
operations and systenms in order to identify areas for
i nprovenment and to initiate actions to correct any
probl enms identified.

Per f ormance Goal s.

o] I ndicate the specific performance goals that the
OPDI V/ conponent proposes to neet each fiscal year.

o] Performances goal s previously established will be
eval uated and reason provided if the goals have not been
nmet .

Rel ati onship to G her OWB Circul ars.

o] Circular A-11, Preparation and Subm ssion of Budget
Estimates, section 42 Debt Collection Activity and
Exhi bits. The devel opnent of trends in receivables,
del i nquent debt collection, and wite offs should be
reflected in the strategy and initiatives reflected in the
A- 129 pl an.

0 Circular A-70, Policies and Guidelines for Federal Credit
Prograns. Plans to develop better data to estimte credit
subsidies and to inplenment adm nistratively and nmany A-70
requi rements as possible should be reflected in the A-129
pl an.
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Circular A-123, Internal Control Systens. Credit
Managenent and debt collection functions identified as
Mat eri al weaknesses shall be reported in the A-129 plan
along with corrective measures to elimnate the
weaknesses.

Circular A-127, Financial Munagement Systemns. I ncl ude by
reference those sections of the five-year plan that are in
support of the Credit Managenent Initiatives reflected in
A-129.
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LOAN ASSET SALES GUI DELI NES

I nt roduction

The follow ng guidelines for the sale of |oan assets and prepaynents
have been established and approved by the Federal Credit Policy

Wor ki ng Group. The guidelines are designed to insure that agencies
will neet the objectives of the | oan asset sal e program whi ch have
been derived fromthe stated priority to reform Federal credit. The
gui delines are not intended to take precedence over statutory

requi rements. These objectives are set forth as foll ows:

o] reduce the Governnment's cost of administering credit by
transferring servicing, collection, and other adm nistrative
activities to the private sector;

o] provide an incentive for agencies to inprove |oan
origination and docunentati on;
o] determ ne the actual subsidy of a Federal credit program and
o] i ncrease unified budget offsetting collections in the year of
sal e

To ensure that agencies neet the objectives of the program and
conformto standardi zed sal es procedures, OVB has established | oan
asset sal es and prepaynent guidelines. Deviations fromthese

gui delines require prior approval of OvVvB. The foll ow ng guidelines
shal | be adhered to by each agency in its approach to, and

i npl ementation of all, |oan asset sales.

A NON- RECOURSE SALE. Loan asset sales shall be nade w t hout
future recourse to the Federal Governnent. For the
pur poses of these guidelines, recourse includes any
Federal guarantee of principal or interest paynents;
agreenments to repurchase | oans or to replace delinquent
| oans with current |oans; warranties as to coll atera
val ue; and ot her agreenents entailing continued Federa
i nvol vemrent that could create contingent liability.
Recourse does not include: representation and warranty
obligations in accordance with CGuideline B; changes in
i nternal agency policy or regul ati ons needed to satisfy
the agency's |l egal obligations to borrowers; arrangements
made by the purchaser of the loans to provide for credit
enhancenent neasures (such as overcollateralization
reserve funds or insurance) that do not inpose conti ngent
liability on the agency or the governnent; or retention by
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the Federal Government of a junior security representing a
residual interest in the income produced by the |oans after the
sale. Agencies planning to retain a junior interest for nore
than 18 nmonths or for an indefinite period nust submt to OMB a
pl an for disposition.

B. REPRESENTATI ONS AND WARRANTI ES. I f necessary, agencies may
include in a | oan sal e agreenent representations and warranties
to the purchaser of |oan assets concerning matters of fact and
| aw, such as the characteristics of |oans, the agency's
authority to sell |oans, and the | egal enforceability of | oans
and security interests. Agencies may not warrant as to the
future credit-worthiness of borrowers. The duration of warranty
periods will be based on reasonable tinme periods for
verification and will be determ ned on a case-by-case basis.

The renmedy for a breach of warranty may included substitution of
an alternative loan not initially included in the sale pool or
cash paynment by an agency up to the value of the defective | oan.
Each agency is responsible for ensuring that it has the
resources needed to satisfy warranty obligations. Loan sale
agreenents incorporating warranties shall be signed by an agency
official of appropriate rank and shall nanme the individua

agency as the warrantor. The text of warranties should be
reviewed by OVB and Treasury.

C. TAX- EXEMPT FI NANCI NG.  Loans of tax-exenpt entities shall be
sold only if the future interest paynents on the | oans are
subject to full Federal incone tax. This does not preclude
sal es of securities representing pooled | oans or whole |loans to
t ax- exenpt investors for portfolio or trading accounts in the
normal course of business, but is nmeant to preclude purchases by
such investors fromthe proceeds of tax-exenpt borrow ng made
for that purpose. Further, the financing of prepaynents of
| oans shall be on a taxable basis; that is, borrowers should not
i ssue tax-exenpt bonds to prepay their outstanding | oan
bal ances.

D. CONTRACTI NG QUT SERVI CES. Agenci es shoul d seek to contract out
the servicing of |oan assets prior to sale. If for valid
reasons agencies are not able to do so before sale, collection
and servicing shall be transferred to the purchaser with the
sale of a | oan asset.

E. BUDGET LI NKAGE. Agencies shall sell |oans and prepare to sel
loans in the amounts stated in the budget for FY 1988 and FY
1989. Agencies shall sell newy issued | oans and seasoned | oans
fromtheir portfolios after, approval or their sale plan.
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F. FI NANCI AL CONSULTANT. \Where appropriate, each agency shal
choose, through a conpetitive process, professional financial
consultant to provide expertise on its | oan asset sale program
Consultants will not be permtted to purchase |oans from
prograns on which they are advi sing.

G BI D PROCESS. Loan asset sales may be conducted on a conpetitive
bi d or negoti ated basis. In the latter case, the invitation to
negoti ate shoul d be di ssem nated w dely, and negotiations
conducted as competitively as possible.

H. PRE- PAYMENT. In limted circunstances where the borrower is not
an individual, agencies may offer current borrowers the right to
purchase their loans if that seens |likely to achieve the highest
price; borrowers who are not current on their principal and
i nterest paynments shall not be allowed to purchase their | oans.

l. SIZE OF SALE. Loan asset sales shall be sufficiently large to
assure market interest. This is particularly inportant when
devel opi ng markets for new types of securitized |loans. In such
cases, we woul d expect sales to be over $100 nillion. O her
details, including timng of sales, the conposition and size of
| oans pools, and other marketing issues, shall be handl ed
i ndi vidually by each agency and will vary fromportfolio to
portfolio depending on market conditions.

J. FEDERAL FI NANCE BANK. Agencies may sell |oan assets held by the
FFB.

K. SALE TO GOVERNMENT SPONSORED ENTERPRI SES. Agenci es shoul d not
sell | oan assets directly to Governnent-Sponsored Enterprises or
to entities acting on their behalf for their own account.

L. SALE OF NEW LOANS. To the extent possible, newWy made | oans
shoul d be sold on a regular basis within six nonths of when the
| oan was closed. It is recomended that when new y made | oans
are schedul ed for sale, agencies arrange for private servicing
fromthe beginning. All proceeds fromthe sale of newly nmade
loans will flow into the Treasury General Fund, absent
| egislation to the contrary.
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M MNMIMPRICE. In competitive bid situations agenci es should be
prepared to anal yze bids for mninmum price acceptability against
an established val uation nethodology. It is not likely that
there will be good reason to disclose the nethodol ogy or price
floors to bidders. Any such mninmum price val uati on nethodol ogy
shoul d be reviewed by OVB and Treasury.

N. LEQ SLATI VE | MPEDI MENTS.  Agenci es shall review present and
proposed statutory and regul atory provi sions governing | oan
progranms and propose renoval of any inpedinent to | oan sales on
a non-recourse basis. Statutory or regul atory change shoul d be
proposed in the annual credit nanagenent inprovenent plan
required by this circular
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BUDGETARY TREATMENT OF WRI TE- OFFS

1. VWhile the financial reporting systemis essentially based on
accrual accounting concepts, the budget, for purposes of nonitoring
debt collection activities, is essentially an obligation and cash
based system As such, collections are estinmated and subsequently
recogni zed when recei ved and expenses are estimated and subsequently
recogni zed when paid.

2. The accounting system accrues expenses which are incurred and an
itemis used (such as depreciation expenses) or as a potential for

| oss is perceived (such as an all owance for bad debt). 1In an
agency's accounting records, the establishnment of an all owance for
uncol | ecti bl e accounts and a wite-off do not result in cash
transactions. Therefore, while the transaction affects an agency's
i nconme statement and, bal ance sheet, there is no correspondi ng effect
on an agency's budgetary obligations or outlays. |In the budget, the
obligations were incurred when the | oan contract was signed; the
outl ays were nade when the di sbursenent of the | oan funds occurred,;
and cash col lections of the repaynents were estimted taking into
consi deration uncol | ecti bl e anmpunts.

3. The act of witing-off bad debt itself should have no inpact on
the budget if estimates of receipts for future years have properly
taken into account expected | osses. The realization that anticipated
receipts will not materialize my have an effect on the budget if the
| evel estimated of receipts did not accurately reflect those | osses.

4. Loss of revenue has the nost inpact on the operations of a
revolving fund. A revolving fund di sburses | oans froma pool of
funds composed of repaynments of |oan principal, interest paynents, or
borrowing fromthe Departnent of the Treasury. |If projected incone
to the fund fails to nmaterialize, a fund's capital base will begin to
erode. Decreased capital may adversely affect a fund' s financi al
condition, possibly reducing the fund to insolvency. |In these cases,
a fund can:

-- Borrow nore noney from Treasury, if it has the |ega
authority to do so;

-- Seek appropriations to recapitalize the fund; or

-- Absorb the | oss and decrease its level of activity.
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5. Requests for appropriations to reinburse a fund for its | osses or
restore withdrawn bal ances nust be reviewed by OVB t hrough the nor nal
budget process.

6. Because of these conceptual differences in financial versus

budget ary accounting entries, an increase in wite-offs for a program
or fund woul d adversely affect its financial condition; however, it
shoul d not affect the |evel of budgetary resources as |ong as

coll ections have been estimted accurately. A change in | oans
receivable or an increase in wite-offs does not affect the | evel of
budgetary resources for a loan program Loan limtations, enacted in
appropriations acts, determ ne the size of a | oan programand are

i ndependent of the means of financing.

7. Therefore, since wite-offs do not directly affect an agency's
budget totals, there is no direct budgetary inpact which an agency
must consider when witing-off its receivables.
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MODEL RI SK RATI NGS

Pur pose

Accounts should be rated with respect to risk to permt

OPDI VS/ conponents to estimate the probability of repayment.

Consi stently applied, the procedure permts evaluation of portfolios
of loans, and the targeting of collection resources.

| nt roducti on

While there are numerous rating systens used in the private sector,
nmost are conparable to the Conptroller of the Currency systemthat
follows. Because the Governnment is often "the | ender of |ast

resort,” a nmuch higher proportion of loans will have to classified as
hi gh risk, but the Governnent should be able to understand the degree
of risk anpbng | oans as well as any changes in that |evel of risk.

The follow ng ratings provide the basis for assigning risk ratings to
such | oans.

Consumer Loans

Consumer | oans are usually given three ratings.

o] Probl eml ess: Loans on which paynent is being nade
consistent with the terns of the agreenent.

o] Subst andard: Cl osed-end consuner installment credit past
due between 90 and 119 days ( 4 nmonthly paynents).

o] Loss: Cosed-end consuner installnment credit past due 120
days or nore (5 nonthly paynents).

Commerci al Loans

For commercial and industrial |loans, the risk rating system al so

i ncl udes at | east one problem ess | oan classification plus a nodified
version of the Conptroller of the Currency classifications of
criticized assets. These are defined as foll ows:

o] QO her Assets Especially Mentioned (OAEM or Program
Standard: Assets in this category are potentially weak,
but may neet m ni mum program standards for credit-
wort hi ness. Those assets constitute a credit risk but not
to the point of justifying a classification of
substandard. The credit risk may be relatively mnor yet
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constitute an unwarranted risk in light of the circunstances
surroundi ng a specific asset. As OAEM cl assification shoul d not
be used as a conprom se between probl em ess and substandard | oan
ratings.

O her assets especially nmentioned have potential weaknesses that
may, if not checked or corrected, weaken the asset or

i nadequately protect the |l enders' credit position at sonme future
date. Assets that mght be included in this category are those
that the |l ending officer may be unable to supervise properly
because of a | ack of expertise, an inadequate | oan agreenent,
the condition of, adequacy of, and control over collateral,
failure to obtain proper docunentation or any other deviations
from standard | endi ng practice.

o] This category should not be used to |ist assets that bear risk
usual Iy associated with the particular type of financing. Any
type of asset, regardless of collateral, financial stability and
responsibility of the borrower involves certain risks. A credit
secured by accounts receivable has a certain risk, but to
criticize such a credit it nust be evident that the risk is
i ncreasi ng beyond the original expected risk. A rapid increase
in receivables without the [ ender know ng the causes,
concentrations that |ack proper credit support, |lack of on-site
audits, or to other simlar matters could | ead the | ender to
guestion the quality of the receivables and classify the | oans
as OAEM Assets in which actual, not potential, weaknesses are
evident and significant should be considered for nore serious
criticism

o] Subst andard Assets: A substantial asset is inadequately
protected by the current worth and paying capacity of the
borrower or of the collateral pledged, if any. Assets so
classified nust have a well-defined weakness or weaknesses t hat
jeopardi ze the liquidation of the debt. They are characterized
by the distinct possibility that the | ender will sustain sone
loss if the deficiencies are not corrected. Loss potenti al
while existing in the aggregate amount of substandard assets,
does not have to exist in individual assets classified
subst andar d.

o] Doubt ful Assets: An asset classified doubtful has all the
weaknesses inherent in one classified substandard with the added
characteristic that the weaknesses nmake col |l ection or
liquidation in full, on the basis of currently existing facts,
condi tions, and val ues highly questionable and inprobable. The
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possibility of loss is extrenely high, but because of certain

i nportant and reasonably specific pending factors which may work
to the advantage and strengthening of the asset, it
classification a an estimated loss is deferred until its nore
exact status nmay be determ ned. Pending factors include
proposed nerger, acquisition, or |iquidation procedures, capita
injection, perfecting liens on additional collateral and

refi nanci ng pl ans.

o] Loss: Assets classified this way are considered uncol |l ectible
and of such little value that their continuance as assets is not
warranted. This classification does not nmean that the asset has
absol utely no recovery or sal vage value, but rather it is not
practicable or desirable to defer witing off this basically
wort hl ess asset even though partial recovery may be effected in
the future.
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OFFI CE OF | NSPECTOR GENERAL CLEARANCE DOCUMENT
PURPOSE

An O fice of Inspector CGeneral C earance Docunment (OCD) is the neans
by whi ch OPDI V/ STAFFDIV officials report the managenent decisions and
actions taken on recomendations in Ofice of Inspector General (OGQ
reports. OCDs are used as the source docunent by the O fice of Audit
Services, OGto clear the report recomendati ons fromthe

St ewar dshi p Report.

The OCD is used to process O G recommendati ons pertaining to

fi nanci al adjustnents, nonnonetary or procedural issues, the final

di sposition of accounts receivable, and funds put to better use. The
original OCD is generally prepared to report the managenent deci sions
taken on all O G reconmendati ons, including any nonetary recoveries
to be made, during the initial six nonth period. The final OCD is
used to report the final nmanagenent action on an accounts receivabl e,
i.e., final collection, offset against other obligated funds or
write-off. Anmended OCDs will not be prepared for periodic
collections on an install ment paynent agreenent.

Bel ow i s an expl anation of the information contained in Part I, Part
I, and Part |11 of the OCD form
PART | - MONETARY AND/ OR NONMONETARY

Part | of the OCD should be conpleted by the designated

OPDI V/ STAFFDI V resolution official to docunent and report nmanagenent
deci sions on financial adjustnment reconmendations in OG reports.
Part | should al so be used to report managenent deci sions on rel ated
nonnonet ary recomrendations in these reports. The date at the top
ri ght should reflect the date the OCD was sent to the O G

A. General | nformation

1. Original or Anended - Preparer indicates by checking the
appropriate box whether the OCD is reporting an original
managenment deci sion or an anended managenent deci sion.

2. Page of - This indicates how many pages conprise all
reconmendat i ons.

3. Foll owup - Preparer indicates by checking "yes" or "no"
whet her any of the nonnonetary recomendations require
future actions for conplete inplenentation.
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4.

5.

Report ldentification Nunber - Number assigned by the AOG
to the report.

I ssue Date - Date audit report was issued.

B. Report | nfornation

1.

Cogni zant OPDIV - A cogni zant OPDI V/ STAFFDIV wi || be
assi gned for each report.

a. The cogni zant OPDI V/ STAFFDIV wi | | be responsible for
coordi nating the resolution action between the
i nvol ved OPDI V/ STAFFDI V. When G ant and Contract
Fi nanci al Managenment is the cognizant STAFFDIV, it
will be responsible for coordinating the resolution
of cross-cutting issues in accordance with GAM
Chapt er 1-105-80.

b. Each OPDI V/ STAFFDIV is responsi ble for issuing an OCD
to clear assigned findings and submtting it to the
acG

O her OPDI V/ STAFFDIV - Al OPDI V/ STAFFDI Vs ot her than the
cogni zant OPDI V/ STAFFDI V i nvolved in the report.

Program - Program covered by report. |In those instances
where nore than one programis covered, the programwth
the | argest ampunt of funds is to be identified. Were
the report covers Research, Training and Denpnstration
grants, the program designati on should be RT&D.

C. Audi tee I nformation

1.

Name and City/ State and ZI P Code - Nane and | ocation of
audi t ed organi zati on.

G ant and/or Contract Nos. - Grant and/or contract nunbers
for the period audited, where applicable.

Common Accounting Nunmber - For nonetary recommendati ons,
the common accounti ng nunber for the organizational entity
that made the original obligation should be used.

Appropriation Number - For nonetary recomendati ons, show
t he appropriati on nunmber for the programfrom which the
original obligation was nade.
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5. Cogni zant Fi nance O ficer - Nane and | ocation of finance
office to receive OCD Part | and Part 11, "Final
Di sposition of Accounts Receivable.”

D. Monetary | nfornmation

1. Recommendati on Code - Enter the O G code for the
reconmendati on. Because of the flexibility of this form
this section can be expanded to include all nonetary
recomendati on codes on this page.

2. Recommended Ampunt - This columm contai ns the anount for
t he recommendati on code. Recommendati ons for financi al
adj ustnents include the foll ow ng:

a. Costs questioned in the report. Costs may be
guesti oned because of an alleged violation of a | aw,
regul ation or ternms of the grant or contract.

b. Costs were not supported by adequate docunentation or
the appropriate approvals had not been obtai ned.

3. Sust ai ned Anmobunt - The anopunt sustained is the anount
determ ned by the OPDIV/ STAFFDIV to be coll ected and/or
of fset. This amobunt nust be equal to the total financial
adj ustnment that the OPDIV/ STAFFDI V determ nes necessary.
The total financial adjustnent is conprised of the anmpunt
establ i shed as an accounts receivabl e including anounts
collected prior to issuance of the OCD, the anpbunt to be
of fset against future grant awards, and anmounts for which
ot her all owabl e costs were substituted. The sustained
anount can be higher or lower than the O G reconmended
amount but not because of a collection or offset or
substitution made prior to issuance of the OCD. These type
of collections are recorded in the adjusted colum and
result in a reduction to the account receivable anmount.
Any difference between the Reconmended and Sust ai ned
Amount s nust be thoroughly explained in the "Actions Taken
on Recommendati on" section of the OCD

In those instances in which the O G has not identified an
anount to be recovered, e.g., nmade a "nonnonetary"”
recommendati on that the OPDI V/ STAFFDI V action official
determ ne the amobunt of overpaynment and initiate
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recovery, the anopunt of the recovery determ ned by
theaction official should be shown in the sustai ned
colum. The anpunt recomended col umm shoul d be | eft
bl ank.

4. Adj usted Anmpunt - This colum should indicate the plus or
m nus (+ or -) changes to the Sustained Anpbunt as the
result of additional docunentation or other findings prior
to establishing the anbunt of the Accounts Receivable.

Adj ustnments may al so result fromthe assessnent of
interest and penalties. \Were there is an adjustnent, a
cross-referenced explanation nust be provided in the
"Actions Taken on Recommendati on" section of the OCD

5. Accounts Receivable Amount! - The anount equal to the
Sust ai ned Ampunt plus or mnus (+ or -) the adjustnments
shoul d be recorded in this colum. Wen a check has been
received for any portion or all of the disallowance prior
to i ssuance of the initial OCD, the Accounts Receivabl e

Amount wi || equal (1) the Sustained Anpbunt | ess the anpunt
of the check or (2) zero because the full anmount was
refunded. Part Il of the OCD nust be conpleted in those

cases where the Accounts Recei vable Anmount is zero due to
prior collections.

E. Audi t Recommendation Codes and Description
1. Enter the recommendati on code assigned by OG
2. Describe briefly the auditors' recomendati on being acted
upon. This can be readily ascertained by stating the
recomendation as it appears in the report. |If

addi ti onal space is needed, conplete the OCD Part |
conti nuation sheet.

F. Actions Taken on Reconmendati on

For each recommendati on bei ng addressed the OPDI V/ STAFFD V
shoul d enter the recomendati on code or nunber, indicate
concurrence or nonconcurrence with the recomrendati on by pl aci ng
a Cor Nin the CN colum and provide a brief explanation of
the actions taken to resolve the recommendati ons. The C/ N col unm
must contain a C or an N to indicate concurrence or
nonconcurrence with the recomrendation. |If additional space is

! The report identification nunmber and auditee information on
PART Il should be conpleted and forwarded to only the designated
OPDI V/ STAFFDI V finance official.
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needed, conplete the OCD Part | (or Part 111) continuation
sheet .

The OPDI V/ STAFFDIV may attach a copy of its draft and/or final
comrents to the OCD in |lieu of the explanation however, both the
recomrendati on code or number and concurrence/ nonconcurrence

bl ock nmust be filled out for each recommendati on on which a
managenent deci sion is being reported.

G Si gnat ur es?

1. Oiginating Oficial and Approving Oficial - To assure
the O G that an OCD represents the official position of
t he OPDI V/ STAFFDIV, the OCD shoul d be signed by the
originating official and countersigned by an approvi ng
official at |east one | evel above the originating
official. These signatures in accordance with GAM 1-105
nust be obtained prior to distribution to the OG The
date signed nust be recorded next to the signature.

2. O fice of General Counsel (0OGC) C earance - The
OPDI V/ STAFFDI V shoul d obtain OGC cl earance whenever a
di sagreenment with a recomendation i s based on an
interpretation of a law, rule, or regulation which is
different than the interpretation used by the OGto
support the reconmendati on.

3. Deci si on/ Di sal | owance Letter - A copy of the
deci si on/ di sal | owance | etter nust acconpany the OCD. OCD s
recei ved without the decision/disallowance letter will be

returned by the O G

H. Subm ssion and Di stribution

The O G should receive an OCD when the initial managenent
decision is made or anended. A copy of the

deci si on/ di sal |l owance letter nust be attached to the OCD and
distributed as foll ows:

Reci pi ent No. of Copies

Ofice of Audit Services Reports:
Director, Audit Policy and 3
Oper ati ons

2 Signatures should only be shown on page one of a nulti-page OCD.
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OGOfice of Audit Services
Room 5700, Cohen Buil di ng

330 I ndependence Avenue, S. W
Washi ngton, D.C. 20201

Ofice of Evaluation and

| nspections Reports:

Director, Program Eval uation 3
G Ofice of Evaluation and

| nspections

Room 5660, Cohen Buil di ng

330 I ndependence Avenue, S. W

Washi ngton, D.C. 20201

Cogni zant OPDI V/ STAFFDI V 1
Finance Ofice (for all collections,
Part Il and an Audit Determ nation
Letter) 1
O her OPDI V/ STAFFDI Vs i nvol ved 1
Regi onal Director
(decentralized program only) 1
PART Il - FINAL DI SPOSI TI ON OF ACCOUNTS RECEI VABLE
Part Il of the OCD should only be conpleted if an anbunt was recorded

in the Accounts Receivable colum of Part | or the anpbunt was zero as
a result of a collection that appears in the Adjusted colum. These
coll ections and recei vabl es nust be recorded to provide data
necessary for debt managenent and the 1 G Act Amendnent's reporting
purposes. In these cases the finance official is responsible for
conpleting Part Il of the OCD although Part | does not indicate there
is an accounts receivable. The designated OPDI V/ STAFFDI V officials
are responsi ble for conmpleting the follow ng informtion.

A. General | nformation

1. Final - The OPDI V/ STAFFDIV finance official indicates by
checking this box that the Account Receivabl e Anpbunt has
been reduced to zero.

2. Report Identification Nunber - The OPDI V/ STAFFDI V
resolution official conpleted this space.

3. Report Information - This section was conpleted by the
OPDI V/ STAFFDI V resol ution official.
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B

Accounts Recei vabl e Anbunt and Date Establi shed

The OPDI V/ STAFFDI V finance office should enter the ambunt and
date the receivable is recorded on the books. In the case of
t he amount of the Accounts Receivable colum of Part | being
zero as a result of a collection that appears in the adjusted
colum of Part |, that collection/adjustnent is to be recorded
i nst ant aneously as an accounts receivable and a collection.

O fset Anpunt

1. The OPDI V/ STAFFDI V shoul d record in this colum the anount
coll ected through offset against their own grants or other
OPDI V/ STAFFDI V/ Agency grants. |In these instances the
grant document nust be referenced with an expl anati on
provided in the "Final Action Taken/
Docunent ati on/ Justification" section of the OCD

2. In certain instances the offset will be made agai nst
future grants or by indirect cost rate adjustnments. This
part of the OCD shoul d be prepared when the action on the
future offset has occurred. An explanation should be
provided in the "Final Action Taken/ Docunentati on/
Justification" section as to the specific grant or rate
adj ust nent .

3. O fset Ampunt-Interest - Departnental policies require
interest be applied to offset anmobunts and the interest
shoul d be included in the offset amount. Where interest
is not to be applied, an explanation should be provided in
the "Final Action Taken/Docunentation/ Justification"
section.

Col | ect ed Anpunt

1. The OPDI V/ STAFFDI V should enter in this colum the anpunt
of cash that was collected fromthe auditee as a result of
t he established accounts receivabl e.

2. Col Il ected Anpbunt-Interest - Interest, penalties and
adm ni strative cost transactions should al so be annot at ed
when the action occurs. These costs should be applied
prior to any reductions in principal.

Wite Of Amount

The OPDI V/ STAFFDI V shoul d enter the amount that was witten off.
The OPDI V/ STAFFDI V nust provide an explanation that cites the
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authority for the wite off along with the nane of the
aut horizing official in the "Final Action Taken/
Docunent ati on/ Justification" section.

F. Fi nal Action Taken/ Docunentation/Justification

The OPDI V/ STAFFDI Vs shoul d provide a brief explanation on the
final actions taken on the receivable.

G Fi nance O fici al

Thi s space nust be signed by the OPDI V/ STAFFDI V fi nanci al
official. The finance official is certifying that the Account
Recei vabl e Anmobunt has been reduced to zero.

H. Subm ssion and Di stribution

The final OCD nust be conpleted and distributed for all reports
which required a collection action. Part | and Il nust be
provided to the foll ow ng:

Reci pi ent No. of Copies
OG Ofice of Audit Services 3
or

OG Ofice of Evaluation and

| nspections 3

Cogni zant OPDI V/ STAFFDI V 1

O her OPDI V/ STAFFDI Vs i nvol ved 1
PART 111 - FUNDS PUT TO BETTER USE
Part 11l of the OCD should be conpleted to docunent and report
managenent deci sions on "funds put to better use" reconmendations in
OGreports. Part |11l should also be used to report related non-

nmonet ary recomrendati ons in these reports. The designated
OPDI V/ STAFFDI V resolution official is responsible for conpleting Part
[l

A Pur pose

Part 11l should be used for resol ving recomrendati ons by the O G
that funds could be used nore efficiently if managenent of an
organi zation took actions to inplement and conplete the
recomendation. Included in this category of recomendations
are reductions in outlays; avoi dance of unnecessary expenditures
identified in preaward audits; deobligations of funds; and other
savings specifically identified.
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C.

D.

General | nformation

See instructions for Part |.

Ampount of Funds Put to Better Use

1.

Audi t

Recomendati on Code (OAS reports) or Report ldentification
Nunber (OEl reports) - Enter the recomrendati on code or
the report identification nunber for the audit
recormendat i on. 3

Amount Recommended - The ampunt shown in the report which
relates to the recommendati on shoul d be shown here.

Savi ngs/ Cost Avoi dance - In this colum the OPDI V/ STAFFDI V
shoul d indicate the "savings" or "cost avoi dance" which
shoul d be realized when the recommendation is inplenmented
and shoul d equal the amount to be reported on the I G Act
Amendnents Sem - Annual report.

a. If the OPDIV/ STAFFDIV agrees with the recomrendati on
the amount sustained will generally equal the anmount
recomrended.

b. If the OPDI V/ STAFFDI V action official does not agree
that inplenentation of the reconrendati on wil |
produce "savings" in the anmount shown in the report,

t he OPDI V/ STAFFDI V shoul d enter its estimated anount
or zero. A full explanation of the difference should
be provided in the "Actions Taken on Recommendati on"
section of the OCD

Recommendati on Codes and Descri ption

Enter recommendati on code (OAS reports) or identification
nurmber (OEl reports) assigned by OG

i ndi vi dua
of the formmy be left blank for CEl reports. OCDs submitted to CEI
should clearly indicate the report identification nunber as a

ref erence.

The Office of Evaluation and |Inspections does not assign

recommendati on codes. The "recommendati on code" section
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2. Describe briefly the audit recommendati on bei ng acted
upon. This can be readily ascertained by stating the
recomendation as it appears in the report. [If additiona
space i s needed, conplete the OCD Part |1l continuation
sheet .

E. Actions Taken on Recommendati on

Thi s space has been provided for the OPDIV/ STAFFDI Vs to meke

requi red expl anations of actions taken and justification. It

al so provi des space for cross referencing to docunmentati on or
addi ti onal pages for required explanations. |[If additional space
i s needed, conplete the OCD Part |1l continuation sheet.

F. Si gnat ur es

1. Oiginating Oficial - To assure the O G that an OCD
represents the official position of the OPDIV/ STAFFDIV,
the OCD shoul d be signed and dated by the originating
of ficial.

2. Approving O ficial - To assure the O G that the OCD
represents the official position of the OPDIV/ STAFFDIV,
the OCD shoul d be countersi gned and dated by an approvi ng
official at |east one |l evel above the originating
of ficial.

G Subm ssion and Di stribution

The OCD must be conpl eted and distributed as foll ows:

Reci pi ent No. of Copi es

Ofice of Audit Services Reports:

Director, Audit Policy and 3
Oper ati ons

OGOfice of Audit Services

Room 5700, Cohen Buil di ng

330 I ndependence Avenue, S. W

Washi ngton, D.C. 20201
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Ofice of Evaluation and

| nspections Reports:

Director, Program Eval uation 3
G Ofice of Evaluation and

| nspections

Room 5660, Cohen Buil di ng

330 I ndependence Avenue, S. W

Washi ngton, D.C. 20201

Cogni zant OPDI V/ STAFFDI V 1
O her OPDI VI STAFFDI Vs i nvol ved 1

Regi onal Director
(decentralized program only) 1

AUDI T RESOLUTI ON RESPONSI BI LI Tl ES

Resol ution responsibilities are shared by the OPDl Vs, STAFFD Vs and
the O G When decisions are nmade on reconmendations in a final
report, OPDIVs are required to prepare an OCD expl ai ni ng managenent
deci sions made. The OPDIV's or STAFFDIVs audit |iaison official at
the appropriate Headquarters or Regional level is responsible for
docunent control, assuring that all OCDs contain the proper
accounting identification data, and that copies are (or have been)
sent to the appropriate Finance Ofice on the sane day that they are
sent to the OG

Addi tional information with respect to the OPDI Vs and STAFFDI Vs
specific responsibilities for resolution of O G recomendations are
contained in Chapter 1-105 of the HHS Grants Admi nistration Mnual,
Chapter 8-30 of the HHS General Adm nistration Manual and Chapter 10-
41 of the Departnental Accounting Manual .

Chapter 1-105 contains detailed informati on on matters such as:

o] Scope of Resol utions

o] Ti mel i ness of Resol utions

o] Docunentation to be Mi ntained

o] Resol uti on of Managenent and System Deficiencies
o] Resol uti on of Monetary Fi ndi ngs

0 Preaward Audits
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o] Coordi nation of Cross-Cutting Issues and

Chapter 8-30 specifies the steps to be taken to resol ve
conflicts between O G and OPDIV on an O G internal report. It
al so prescribes the format to be used in raising issues to the
Departnment's Audit Followup Oficial i.e., the ASMB and the
Conflict Resolution Counsel.

Chapter 10-41, Credit and Debt Managenment, of the Depart nent al
Accounti ng Manual covers responsibilities and activities
relating to collection and accounting for disallowances and
recoveri es.

AMENDMVENTS AND APPEALS

Usual | y managenent deci sions reported, actions taken, or in process
are final. However, cases arise in which an auditee appeals a
decision by an OPDIV and an admi nistrative appeal is granted. When
this occurs and the appeal decision changes what the OPDIV reported
in the original OCD, the OPDIV is required to subnmt an anended OCD
for those itenms which have been changed. The amended OCD shoul d
state the nature of the change and how it affects the original OCD
Distribution, format, and all instructions for the preparation of the
original OCD apply to any amendnents. The amended OCD is to be
checked of f on the anmended bl ock in the upper |eft hand corner of
each page.

The Departnental G ant Appeals Board, or other such office

responsi ble for rendering a decision on an appeal, wll notify t he
appropriate Audit Liaison Ofice of its decision. The Audi t
Liaison nmust, in turn, notify the appropriate Finance O fice and
the O G when an appeal is conpleted and a deci sion rendered. A

copy of the decision should be attached to the anended OCD

NOTE; Anended OCD s nust be submitted to the O G for all changes to
t he sustai ned anmpbunt, both increases and decreases. O G Act
Amendnent, Debt Managenent and other external reports are adversely
af fected when all changes are not reported and properly recorded in
our systens.
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O G CLEARANCE DOCUMENTDATE
PART | - Mnetary[ ] and/or Nonnonetary[ ]
Oiginal [ ] Amended [ ] Page of

Followup Yes [ ] No [ ]

Report Identification Nunber | ssue Date
Cogni zant OPDI V Program

O her OPDI Vs

Audi tee Name & City/ State/ ZI P

Grant/ Contract Nos.

Comon Accounting No. Appropriation No.

Cogni zant Fi nance O ficer

Ampbunt s Recommended for Fi nanci al Adj ustnent:

Recndat i on Recomended Sust ai ned Adj ust ed Acct. Receivable
Code Anpunt Anpunt Anpunt Anpunt *
$ $ $ $
$ $ $ $
$ $ $ $
$ $ $ $
(*Conplete Part 11, Final Disposition of Accounts Receivabl e)

Recommendati on Codes and Descri ption:

(code)

(code)

Actions Taken on Recomrendati on:

(code) (C'N

(code) (C'N

Di stribution

ac Oiginating Oficial, Date
Cogni zant OPDI V
Fi nance O fice

O her OGC C earance, Date

Approving O ficial, Date
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O G CLEARANCE DOCUMENT
PART | - Monetary and/ or Nonnobnetary
Page of

(continuation sheet)
Report Ildentification Nunber

Recommendati on Codes and Descri ption:

(code)

(code)

(code)

(code)

Actions Taken on Reconmendati ons:

(code) (C'N
(code) (CN)
(code) (C'N

(code) (N




HHS Exhi bit 10-41-V
Departnmental Accounting Manual
HHS Transmittal 92.2 (8/1/92)

O G CLEARANCE DOCUMENT

Page 15

PART Il - Final Disposition of Accounts Receivable
Final [ ]
Report Ildentification Nunber Dat e
Cogni zant OPDI V Program
O her OPDI Vs

Audi tee Name & City/ State/ ZI P

Grant/ Contract Nos.

Comon Accounting No. Appropriation No.
Account s Recei vabl e O fset Col | ect ed Witeoff
Ampount & Date Est ab. Amount Anmount Anmount

$ $ $ $

Recommendati on Code Descri pti on: REFER TO ATTACHED OCD DATED

FOR MONETARY RECOMVENDATI ON CODE DESCRI PTI ON AND ACTI ON TAKEN.

Fi nal Action Taken/ Docunentation/Justification:

Fi nance O ficial, Date

Di stribution

aaG

Cogni zant OPDI V/ STAFFDI V
O her
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O G CLEARANCE DOCUMENT

PART 11l - Funds Put to Better Use
(Use for resolving reports)

Oiginal [ ] Amended [ ] Page of
Followup Yes [ ] No [ ]
Report Ildentification Nunber Dat e
Cogni zant OPDI V Program

O her OPDI Vs

Auditee or Report Nane

Grant/ Contract Nos.

Comron Accounting No. Appropriation No.

Anmpbunt of Funds Put to Better Use:

Recommendat i on Code Anmpbunt Recommended Savi ngs/ Cost Avoi dance
$ $
$ $

Recommendati on Codes and Descri ption:

(code)

(code)

Actions Taken on Recomrendati on:

(code) (N

(code) (N
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